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This  material  is  filed  with  the  Department  of  Justice,  where  the  required  Regis¬ 
tration  statement  of  B.I.S.  under  56  Stat.  248-258  as  an  agency  of  the  British 
Government  is  available  for  inspection.  Registration  does  not  imply  approval  or 
disapproval  of  this  material  by  the  United  States  Government. 


Two  factors  are  currently  operating  in  Britain’s  economy.  In¬ 
ternally,  slack  is  appearing  and  many  indicators  are  either  steady 
or  declining.  Externally,  the  much  improved  gold  and  dollar 
reserves  will  be  subject  to  seasonal  drawing  for  imports. 


Current  Economic  Outlook 

Britain’s  economy  has  been  prosperous  since  the  war  years.  There  have 
been  crises,  it  is  true,  but  for  the  most  part  they  were  matters  of  external 
finance  and  declining  gold  reserves  caused  to  a  large  extent  by  high  public 
consumption  at  home,  rising  imports,  and  exports  inadequate  to  meet  all 
the  demands  on  foreign  earnings  and  currency  reserves.  Internally,  there 
has  been  high  industrial  output  and  a  rate  of  unemployment  which  varied 
between  one  and  two  per  cent. 

Now,  a  change  has  appeared.  Disinflationary  policies  at  home,  lower 
world  commodity  prices,  and  the  widespread  international  recession  have 
combined  to  justify  various  relaxations  in  monetary  and  credit  policy.  A 
turning  point  has  been  reached:  inflation  is  no  longer  the  bogey  that  it 
was — or  at  any  rate  it  is  believed  now  that  expansive  industrial  policies 
are  becoming  more  appropriate  than  those  intended  to  damp  down  in¬ 
flation,  keep  capital  investment  to  reasonably  essential  levels,  and  restrain 
increases  in  wages  and  profits. 

GOOD  EXTERNAL  POSITION 

This  change,  fortunately,  has  come  at  a  time  when  Britain’s  gold  and 
dollar  reserves  are  at  a  seven  year  “high.”  Tight  credit  and  other  meas¬ 
ures  in  Britain,  coupled  with  help  from  abroad,  have  raised  Britain’s  gold 
reserves  from  $1,850  million  in  September  1957  to  over  $3,000  million 
by  the  end  of  July.  This  much  improved  picture  gives  Britain  elbow  room 
to  meet  the  change  in  economic  climate  at  home.  So  far  this  is  a  change  in 
emphasis  rather  than  a  serious  deterioration  of  Britain’s  economic  status. 
Unemployment,  for  instance,  is  still  just  about  two  per  cent  of  the  labor 
force — a  change  it  is  true  from  the  days  when  there  were  far  more  job 
vacancies  than  unemployed  but  nothing  as  yet  amounting  to  depression 
conditions. 
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Britain’s  economy  was  still  expanding,  in  fact,  as  recently  as  the  first 
quarter  of  1958.  In  real  terms,  i.e.  excluding  price  changes: 

•  Production  was  up  one  per  cent  on  the  first  quarter  of  1957. 

•  Consumer  goods  and  services  bought  were  'iVi  per  cent  higher. 

•  Gross  fixed  investment  was  about  3  per  cent  bigger. 

•  All  incomes  rose  by  about  5  per  cent. 

•  Wages  and  salaries  rose  6  per  cent. 

•  Personal  savings  continued  to  be  high. 

This  is  not  the  story  of  a  slump.  Yet  there  were  signs  already  of  the 
changing  economic  pattern.  Investment  in  housing  in  the  first  quarter 
was  down  12  per  cent.  Government  and  local  authority  spending  on  goods 
and  services  was  slightly  lower.  Gross  trading  profits  of  companies  fell  by 
one  per  cent. 

In  addition,  there  was  a  change  in  business  psychology.  Studies  of  busi¬ 
nessmen’s  outlook  suggested  that  there  was  less  confidence  in  continued 
expansion  than  before:  indeed  that  a  substantial  number  expected  lower 
business  activity.  Since  then,  recession  features  have  become  more  pro¬ 
nounced.  And  throughout  the  summer  there  has  been  a  succession  of 
credit  relaxations  designed  to  encourage  the  domestic  economy. 

IMPROVED  TRADE  BALANCE 

This  is  in  marked  contrast  to  the  external  trade  picture,  for  Britain’s 
balance  of  exports  and  imports  in  the  first  half  of  1958  showed  a  big  im¬ 
provement  on  last  year.  The  apparent  trade  gap  between  the  import  bill 
and  exports  narrowed  from  £342  million  in  the  first  half  of  1957  to 
£172  million  in  the  first  half  of  1958. 

In  terms  of  actual  payments,  the  small  payments  deficit  of  the  last  two 
years  must  have  been  converted  to  a  surplus  in  the  first  half  of  1958 — an 
almost  incredible  achievement,  for  Britain  has  run  a  deficit  on  her  trade 
balance  for  the  last  hundred  years. 

In  addition  to  this  trade  surplus  there  is  the  net  surplus  from  invisible 
transactions — shipping,  insurance,  banking,  etc. — which  last  year  netted 
over  £300  million. 

But  even  in  the  overseas  trade  position  there  were  significant  changes. 
After  four  years  of  fluctuating  growth  the  value  of  Britain’s  overseas  trade 
has  actually  declined  so  far  in  1958.  Britain’s  better  trade  balance,  which 
comes  in  spite  of  the  absolute  decline  in  world  industrial  activity  and  the 
US  recession,  is  due  to  the  simultaneous  fall  in  many  commodity  prices 
and  in  freight  charges.  The  consequent  reduction  in  Britain’s  import  bill 
offset  the  slight  decline  in  export  earnings. 
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Britain  Welcomes  Foreign  Investment 

Automatic  exchange  control  consent  will  in  future  be  given  to 
any  proposal  by  a  non-resident  to  set  up  a  new  business  in  Britain. 
This  was  announced  in  the  House  of  Commons  on  July  30. 

This  relaxation  also  applies  to  British  concerns  seeking  to  enter 
into  agreement  with  persons  outside  the  sterling  area  involving  the 
payment  of  royalties  for  the  use  of  patents,  technical  information 
and  the  like. 

In  future  all  such  proposals  will  be  examined  by  the  Bank  of 
England  merely  to  ensure  that  they  comply  with  the  technicalities 
of  exchange  control.  The  merits  of  the  proposals  will  not  now  be 
considered. 

This  relaxation  applies  to  direct  investment  only.  Take-over  bids 
will  continue  to  be  considered  on  their  merits. 

The  Chancellor  emphasized  the  welcome  which  Britain  extends 
to  the  non-resident  investor. 


Importers  of  British  goods  have  managed  to  maintain  their  purchases 
largely  because  the  primary  producing  countries  have  utilized  their 
London  reserves — accumulated  when  commodity  prices  were  higher  and 
kept  for  the  most  part  in  London.  Lower  exports  to  Europe’s  manufactur¬ 
ing  countries  were  the  main  factor  in  Britain’s  lower  export  total. 

STEADIER  COMMODITY  PRICES 

The  steadying  of  commodity  prices  has  not  prevented  the  drop  in  earn¬ 
ings  of  primary  producers  leading  to  import  restrictions  and  less  buying 
by  these  countries.  At  the  same  time,  a  downward  trend  in  business  activ¬ 
ity  in  Western  Europe  and  elsewhere  seem  fairly  general  and  the  OEEC 
has  called  for  corrective  measures. 

The  decline  in  the  growth  of  world  trade  and  world  manufacturing 
output  is  of  the  greatest  significance  to  Britain.  But  there  is  reason  for 
British  optimism,  for  although  Britain’s  exports  were  lower  in  the  first 
quarter  of  1958  than  a  year  earlier,  her  share  of  the  world’s  exports  of 
manufactured  goods  rose  for  the  first  time  since  1953 — from  18 Vi  per 
cent  to  19  per  cent. 

Britain  herself  has  helped  expand  world  trade  by  recently  relaxing 
various  import  restrictions,  notably  those  on  trade  with  the  dollar  area. 
Chemicals  are  a  case  in  point.  The  strength  of  sterling  in  the  foreign  ex¬ 
change  markets  and  the  rise  in  the  gold  and  dollar  reserves  have  enabled 
Britain  to  do  this.  They  will  also  enable  her  to  take  action  at  home  to 
maintain  high  employment  and  business  activity. 


Defense  Organization 


Britain,  like  the  United  States,  has  the  recurrent  problem  of  organizing 
defense  administration  at  the  most  senior  inter-service  level.  A  White 
Paper  of  July  15*  informs  Parliament  of  changes  in  the  central  organiza¬ 
tion  for  defense.  The  supreme  responsibility  of  the  Prime  Minister  and  the 
Cabinet  is  not  changed.  Nor  is  the  amalgamation  of  the  three  services  en¬ 
visaged.  But  to  give  the  Defense  Minister  more  direct  control  over  a  simpli¬ 
fied  organization  the  Government  has  decided: 

•  To  confirm  the  increased  powers  given  the  Minister  of  Defense  in 
January  1957.  His  authority  was  then  extended  to  decisions  on  all 
important  questions  on  defense  policy  including,  in  particular,  size, 
shape,  disposition,  organization  and  equipment  of  the  Armed  Forces. 

•  To  create  a  Defense  Board,  with  advisory  powers,  to  provide  a  formal 
channel  through  which  the  Minister  of  Defense  can  consult  the 
Service  Ministers  and  Chiefs  of  Staff  on  major  questions  of  Service 
policy. 

•  To  create  a  new  post  of  “Chief  of  the  Defense  Staff,”  combining  the 
present  dual  posts  of  Chairman  of  the  Chiefs  of  Staff  and  Chief  of 
Staff  of  the  Minister  of  Defense. 

•  To  encourage  a  stronger  inter-service  approach  in  defense  planning, 
by  making  the  Joint  Planning  Staffs  directly  responsible  to  the  Chief 
of  the  Defense  Staff. 

•  To  make  the  services  of  the  Naval,  General  and  Air  Staffs  available 
to  the  Minister  of  Defense  for  defense  planning  and  for  this  purpose 
to  regard  them  as  constituting  a  “Joint  Defense  Staff.” 


♦Published  as  White  Paper,  "Central  Organization  for  Defense”,  Cmnd.  476.  Available 
BIS  Sales  Section  for  9  cents  plus  5  cents  mailing. 
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What  Are  the  New  Towns? 

Fifteen  new  towns  are  coming  into  being  in  Britain;  twelve  in 
England  and  Wales  and  three  in  Scotland.  They  are  Britain’s  answer 
to  the  creeping  outward  growth  of  London  and  other  large  metro¬ 
politan  areas. 

The  new  towns  in  England  and  Wales  are  Basildon  and  Harlow 
in  Essex,  Hemel  Hempstead,  Stevenage,  Hatfield  and  Welwyn  in 
Hertfordshire;  Crawley  in  Sussex;  Bracknell  in  Berkshire;  Corby  in 
Northamptonshire;  Ayclifie  and  Peterlee  in  Durham;  and  Cwmbran 
in  Monmouthshire.  The  Scottish  new  towns  are  East  Kilbride  in 
Lanarkshire,  Glenrothes  in  Fife,  and  Cumbernauld  in  Dumbarton¬ 
shire. 

The  first  eight  of  the  English  new  towns  are  designated  to  help 
in  absorbing  excess  population  from  the  Greater  London  area;  the 
remaining  three  and  Cwmbran  on  the  Welsh  border  are  to  serve  the 
special  needs  of  their  areas.  In  Scotland,  East  Kilbride  and  Cumber¬ 
nauld  are  being  established  to  assist  in  housing  the  surplus  popula¬ 
tion  from  Glasgow;  Glenrothes  provides  housing  and  other  facilities 
for  miners  and  their  families,  who  are  transferring  to  an  area  where 
mining  facilities  are  steadily  expanding. 

The  proposal  to  establish  a  series  of  new  towns  within  a  60  mile 
radius  of  London  was  first  made  in  the  Greater  London  Plan  (for 
the  rebuilding  of  London  after  the  war)  drawn  up  by  Sir  Patrick 
Abercrombie  in  1944.  The  principle  was  adopted  and  was  extended 
to  other  parts  of  Britain  in  the  New  Towns  Act  of  1946. 

The  aim  is  to  end  the  building  sprawl,  provide  a  green  belt  of  un¬ 
spoiled  country  around  certain  large  metropolitan  areas,  and,  be¬ 
yond  that,  to  build  self-sufficient  new  towns— towns,  not  shapeless 
suburban  developments  with  the  workers  commuting  back  to  the 
big  city  each  day.  The  towns  are  planned  to  be  self-contained  and 
self-sufficient,  providing  not  only  schools,  churches,  shops,  and 
recreation  facilities,  but  also  balanced  industrial  development,  which 
will  reduce  the  risk  of  unemployment  and  provide  the  right  propor¬ 
tion  of  employment  for  the  men,  women,  and  young  people  of  the 
town. 

The  towns  are  being  built  by  Development  Corporations  consist¬ 
ing  of  not  more  than  nine  members  nominated  by  the  Ministry  of 
Housing  and  Local  Government.  The  population  target  is  agreed 
before  the  planning  begins.  It  is  customary  for  each  Corporation  to 
prepare  a  master  plan  which  becomes  the  basis  for  detailed  develop¬ 
ment  proposals.  Local  authorities  and  government  departments  are 
consulted.  The  residents  in  the  designated  area  may  raise  objec¬ 
tions  and  a  public  enquiry  may  be  held.  The  capital  cost  of  develop¬ 
ing  the  new  towns  is  advanced  to  the  Corporations  from  public 
funds  at  interest  and  must  be  repaid. 


Challenge  of  the  New  Towns 

by 

Sir  Richard  Costain 

Chairman,  The  Harlow  Development  Corporation * 

The  oldest  of  the  new  towns  in  Britain  are  now  more  than  half-way  to 
completion.  In  even  the  youngest  the  foundations  are  laid  and  the  future 
pattern  set.  It  is  an  appropriate  time,  therefore,  to  survey  the  whole  field 
— the  unique  opportunities  for  the  building  industry,  the  unprecedented 
problems  for  the  planners,  lessons  which  have  already  emerged  and  the 
problems  which  the  future  may  bring. 

Let  there  be  no  doubt  as  to  the  crucial  importance  of  this  enterprise. 
Fifteen  new  towns  have  been  started  under  the  New  Towns  Act  with  a 
total  investment  to  date  of  approximately  £.200m.  from  the  National 
Treasury.  Already  over  70,000  dwellings,  over  300  factories,  over  1,000 
shops  and  over  100  new  schools  have  been  built. 

As  Chairman  of  the  Harlow  Development  Corporation  since  1950, 
I  can  speak  most  directly  about  the  particular  problems  and  opportunities 
of  that  town,  but  my  observations  will  apply  in  some  measure  over  the 
whole  field. 


DEVELOPMENT  CORPORATIONS 

Each  development  corporation  is  charged  with  the  sweeping  task  of 
developing  a  complete,  balanced  and  self-contained  town.  Such  a  task 
obviously  goes  far  beyond  the  scope  of  normal  estate  development.  Funda¬ 
mental  services,  water,  sewerage,  power,  roads,  had  first  to  be  provided, 
involving  large  public  works  contracts,  then  houses,  factories,  shops, 
schools,  licensed  premises,  churches,  community  buildings,  all  in  an  or¬ 
derly  progression  in  step  with  an  intake  of  population,  as  high  as  50  fami¬ 
lies  per  week.  This  is  development  on  the  grand  scale. 

The  development  corporation,  as  a  Government-sponsored  agency  for 
building  a  new  town,  is  itself  a  new  idea  and  on  the  whole  has  worked 
well.  The  corporations  are  responsible  to  Parliament  through  the  Minister 
of  Housing  and  raise  their  money  by  borrowing  from  the  Treasury  at  the 
rate  of  interest  of  the  day,  capital  being  repaid  over  60-year  loan  periods. 

♦Reprinted  with  permission  from  the  London  Financial  Times  survey  of  “The  Building 
Industry”,  July  1958. 
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Apart  from  the  degree  of  financial  control  inevitable  with  the  large  spend¬ 
ing  of  public  money,  the  corporations  enjoy  considerable  freedom  of  oper¬ 
ation  as  large-scale  estate  developers.  They  have  been  able  to  bring  to¬ 
gether  a  unique  combination  of  technical  resources. 

A  small  Board  of  six  to  eight  members  is  appointed  by  the  Minister  and 
is  responsible  for  the  overall  control  of  policy.  The  general  manager  as 
executive  officer  directs  a  team  of  specialist  officers  including,  at  Harlow, 
architects,  engineer,  finance,  solicitor,  housing  manager  and  an  officer 
responsible  for  public  relations  and  the  social  aspects.  It  has  been  possible, 
therefore,  to  achieve  a  high  degree  of  team-work,  and  this  team-work  has 
also  characterized  the  relations  with  the  local  authorities  and  statutory 
undertakings  without  whose  co-operation  no  new  town  could  be  built. 
This  I  believe  to  be  one  of  the  most  important  lessons  which  the  new  towns 
can  teach. 

CONTEMPORARY  ARCHITECTURE 

A  new  town  is  an  obvious  place  for  contemporary  architecture,  original 
layouts,  new  dwelling  types,  and  all  of  these  have  been  freely  used  in  the 
development  of  Harlow.  Because  the  town  must  cater  for  widely  ranging 
family  sizes  and  a  complete  cross-section  of  the  community  with  all  in¬ 
come  levels  included,  there  are  to-day  well  over  300  different  types  of 
dwelling,  built  or  under  construction.  About  half  of  the  design  work  is 
done  by  the  corporation’s  own  architects,  the  remaining  half  by  outside 
nominated  architects,  and  the  freedom  which  they  are  given  to  develop 
their  own  schemes  has  done  much  to  obviate  the  monotony  which  might 
otherwise  have  arisen  from  the  development  of  a  whole  town  within  a 
comparatively  short  time. 

The  new  towns  must  not  become  outdated  before  they  have  even  come 
to  completion.  Thus,  the  planner  must  also  be  a  prophet  forecasting  the 
future.  This  poses  immense  problems  at  a  time  when  far-reaching  changes 
are  taking  place  in  our  society.  The  motor-car  is  already  changing  the 
shape  and  layout  of  our  towns.  Who  can  forecast  the  effects  of  atomic 
power  or  automation  on  industry  and  commerce? 

Even  in  the  new  towns  we  tend  to  be  overtaken  by  the  swift  advance 
of  the  motor-car.  Layouts  designed  for  20  per  cent  of  garages  cannot  easily 
cater  for  our  present  demand  of  40  per  cent.  Future  layouts  provide  a 
garage  for  every  other  house,  and  some  argue  that  even  this  is  not  enough. 
Such  proportions  involve  drastic  changes  in  housing  layouts.  In  just  the 
same  way  the  motor-car  is  revolutionizing  the  layout  of  our  shopping  cen¬ 
ters.  Today,  both  in  the  town  center  and  neighborhood  centers,  we  must 
provide  for  pedestrian  precinct  shopping  with  generous  allowance  for  fu¬ 
ture  car  parking. 
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The  biggest  problem,  however,  is  that  of  building  houses  either  to  rent 
or  for  sale  at  prices  which  people  can  afford,  in  face  of  ever-rising  costs 
and  interest  rates  which  have  doubled  since  development  began.  Only  by 
extreme  ingenuity  of  design  and  layout,  and  by  exercising  every  conceiv¬ 
able  economy  in  construction,  has  it  been  possible  to  fight  the  battle 
against  increasing  costs.  Fortunately,  recent  prices  have  shown  a  trend 
towards  stability  and  we  can  only  hope  that  this,  coupled  with  the  recent 
fall  in  interest  rates,  may  mean  that  the  peak  has  been  passed  and  that  cur¬ 
rent  rent  levels  can  be  stabilized. 

YOUNG  FAMILIES 

Another  fundamental  problem  which  affects  the  basic  layout  and  ap¬ 
pearance  of  all  new  towns  arises  from  the  unusual  age  structure  of  the 
population.  Because  the  new  towns  offer  such  ideal  conditions  for  the 
raising  of  families  they  have  attracted  a  high  proportion  of  young  mar¬ 
ried  couples  likely  to  have  young  children,  and  most  of  them  require  two- 
story  family  houses  with  gardens.  In  Harlow  nearly  one-fifth  of  the 
population  is  under  five  and  the  birth  rate  the  highest  in  the  country.  For 
the  present  flats  have  had  to  be  limited  to  1 5  per  cent  of  the  total  dwellings, 
though  it  is  certain  that  in  future,  as  the  family  structure  changes,  a  greater 
proportion  will  be  required. 

Under  these  conditions  it  is  extremely  difficult  for  architects  to  create 
a  feeling  of  urbanity  and  the  sense  of  power  and  drama  which  only  build¬ 
ings  on  the  grand  scale  can  create. 

The  new  towns  have  given  people  what  they  want  in  terms  of  family 
accommodation,  but  this  has  led  to  the  criticism  that  they  are  too  open  and 
wasteful  of  land.  It  is  only  fair  to  add  that  Harlow  has  escaped  some  of 
this  criticism  by  building  a  rather  higher  percentage  of  flats  than  most, 
and  dispersing  them  strategically  where  they  can  have  the  maximum 
emphasis. 

Land  has  also  been  reserved  for  flats  as  they  are  needed,  and  this  will 
in  time  add  variety  to  the  sky-line. 

Most  of  the  building  is  in  two-story  terraced  form,  punctuated  with 
the  occasional  tower  block  and  with  groups  of  three-story  houses  and  flats 
and  four-story  maisonettes,  to  add  height  and  variety.  By  this  means, 
net  housing  densities  of  50-60  persons  to  the  acre  are  being  achieved. 
Detached  and  semi-detached  middle-class  houses  are  grouped  together, 
some  built  by  the  Corporation  and  others  by  private  enterprise.  Today  with 
the  new  emphasis  on  houses  for  sale  there  are  increasing  opportunities  for 
the  private  builder  to  develop  individual  plots  and  larger  schemes. 

Today  the  new  towns  abound  in  young  children.  What  of  their  future? 
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Will  they  be  able  to  find  homes  and  work  in  the  community  which  their 
parents  have  helped  to  create?  To  meet  this  problem,  space  is  being  re¬ 
served  to  cater  for  natural  expansion  and  careful  thought  is  being  given 
now  to  the  future  intake  of  industry  and  the  industrial  expansion  which 
is  so  markedly  characteristic  of  the  factories  already  established. 

INDUSTRY  ATTRACTED 

So  far,  industry  has  been  relatively  easy  to  attract  because  the  advan¬ 
tages  have  been  obvious,  and  the  experience  of  those  who  have  come  has 
been  so  encouraging.  But  office  dispersal  from  London  to  the  new  towns 
is  so  far  proving  more  difficult  to  secure.  However,  the  tide  appears  to  be 
on  the  turn,  as  evidence  accumulates  from  those  who  have  moved  their 
offices  out  of  London  and  have  proved  the  advantages  for  themselves  and 
their  workers.  They  are  demonstrating  that  they  can  have  the  best  of  both 
worlds,  retaining  central  prestige  headquarters  in  London  while  decentral¬ 
izing  substantial  sections  of  their  enterprise  to  new  locations,  where  oper¬ 
ating  costs  are  lower,  where  workers,  spared  the  appalling  burden  of  the 
daily  struggle  to  reach  their  offices,  can  live  and  work  in  conditions  which 
have  reduced  sickness  and  absenteeism,  and  have  produced  marked  im¬ 
provements  in  efficiency. 

In  terms  of  industrial  investment  300  first-class  modern  factories  have 
so  far  been  built,  already  showing  marked  gains  in  productivity  because 
of  healthier  and  better  living  and  working  conditions  and  the  absence  of 
the  wasteful  journey  to  work. 

In  terms  of  human  and  social  progress  over  70,000  families,  many  of 
whom  stood  little  chance  of  improved  housing  conditions,  have  braved 
die  pioneer  conditions  which  all  new  towns  must  go  through  and  have 
made  new  lives  for  themselves  in  new  homes.  Modem  planning  and  the 
proper  siting  of  schools  has  saved  many  young  fives  and  a  generation  is 
growing  up  in  splendidly  equipped  schools,  ready  to  play  its  part  in  the 
technological  struggle  which  faces  our  country. 

The  people  of  the  new  towns  are  young,  healthy  and  enterprising.  The 
comparative  paucity  of  commercially  provided  entertainment  has  led  to 
a  remarkable  growth  of  clubs  and  societies  and  voluntary  organizations 
of  every  kind.  In  Harlow  alone  there  are  nearly  300.  This  has  helped  to 
make  the  new  towns  friendly  places,  from  which  few  return  to  London. 

Although  in  Britain  the  new  towns  are  now  taken  for  granted,  they 
remain  the  subject  of  admiration  all  over  the  world  and  attract  a  constant 
stream  of  visitors  from  almost  every  country. 


The  Commonwealth ,  the  Sterling  Area,  and  Sterling,  the  in¬ 
ternational  currency:  these  two  articles,  “ The  £  Sterling ”  and 
The  Sterling  Area”  help  to  sort  out  these  concepts. 

The  £  Sterling 

To  understand  how  sterling  “works”  is  really  no  more — or  less — diffi¬ 
cult  than  understanding  how  all  monetary  systems  work.  All  currencies 
serve  to  a  greater  or  less  degree  as  (a)  a  means  of  exchange;  (b)  a  reserve 
of  wealth. 

Each  must  be  defined  in  value  terms  against  every  other  currency.  Each 
today  is  subject  to  management  through  a  central  bank  and  each  must  be 
backed  by  gold  or  other  recognized  reserves  in  greater  or  less  proportions, 
if  it  is  to  be  internationally  acceptable.  The  US  dollar  serves  as  a  primary 
reserve,  because  it,  like  gold  itself,  is  internationally  acceptable.  This  is 
so  because  gold  is  itself  valued  in  terms  of  dollars  per  fine  ounce  and  dol¬ 
lars  can  always  be  exchanged  for  gold  at  that  price.  For  many  countries 
whose  wealth  is  in  sterling,  sterling  is  the  reserve  backing  for  a  large  part 
of  their  currencies. 

A  country  holds  another’s  currency  usually  in  the  form  of  a  balance 
at  the  central  bank  of  the  other’s  country.  Adjustments  between  countries 
A  and  B  holding  balances  in  country  C  may  often  take  the  simple  form 
of  a  payment  from  B’s  account  to  A’s  account  at  country  C.  Individual 
traders,  travellers  or  investors  buy  their  foreign  currency  through  local 
banks  of  course,  but  from  time  to  time,  as  a  result  of  all  these  individual 
transactions  plus  government  transactions,  each  currency  center  will  want 
to  settle  up,  in  gold,  or  by  an  adjustment  of  currency  reserves. 

Most  trading  countries  hold,  in  bank  balance  form,  some  of  the  cur¬ 
rencies  of  their  trading  partners.  A  country  may  have  gained  this  foreign 
currency  from  trade  surpluses;  it  may  need  it  because  it  has  new  payments 
to  make  to  the  other  country  concerned,  or  the  balance  may  take  the  form 
of  a  profitable  investment  in  that  country.  Again,  a  country  may  decide  to 
hold  it  because  it  represents  a  more  stable  source  of  wealth  than  its  own 
currency.  And  there  are  other  reasons  for  holding  it:  perhaps  because  of 
an  agreement  with  the  originating  country  or  perhaps  restrictions  have 
been  placed  on  its  use. 

Nothing  is  said  in  this  short  article  about  the  “price”  (or  exchange  rate) 
of  currencies.  But  it  will  be  apparent  that,  in  a  completely  free  market,  the 
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scarce  currencies  would  tend  to  go  up  in  price  relative  to  the  soft  cur¬ 
rencies,  which  would  tend  to  depreciate.  The  fear  that  a  currency  will 
not  keep  its  price  makes  it  less  attractive  as  a  store  of  value — or  reserve. 
The  flight  from  the  currency  that  follows  from  such  fears  is  liable  to 
hasten  the  devaluation  process.  People  seek  to  change  the  currency  in 
question  for  gold  or  other  safe  currencies.  This  process  could  in  theory 
“break  the  bank,”  by  draining  from  the  currency  in  question  its  reserve 
backing. 

But  soft  currencies  can  become  hard.  A  currency  held  all  over  the  world 
for  any  of  the  above  reasons  may,  none-the-less,  become  scarce.  Other 
currencies  may  weaken.  Or  it  acquires  a  new  degree  of  acceptability  be¬ 
cause  its  purchasing  power  is  more  stable  than  that  of  its  rivals.  Or  good 
interest  rates  are  obtainable  from  investing  in  its  country  of  origin.  If  a 
currency  becomes  popular  for  reasons  like  these  its  price  tends  to  rise  in 
terms  of  other  currencies.  More  foreigners  buy  it.  Perhaps  they  think  it 
may  appreciate  in  value.  As  they  buy  it  with  gold  or  other  acceptable 
currencies,  the  gold  and  foreign  exchange  reserves  of  the  currency  begin 
to  rise. 

Against  this  rough  and  ready  picture  of  the  world’s  demand  for  and 
supply  of  currencies,  let  us  look  at  sterling. 

THE  CASE  OF  STERLING 

There  are  two  things  to  remember  about  sterling: 

First:  As  well  as  being  the  British  currency  it  is  the  reserve  backing  of 
a  number  of  other  currencies.  Before  the  war  it  was  the  law  in  a  number 
of  these  countries  to  hold  a  certain  minimum  reserve  backing  of  sterling. 
This  is  not  generally  the  case  today,  but  these  countries,  making  up  the 
sterling  area,  bank  part  of  their  reserves  in  sterling.  The  sterling  area  is 
the  subject  of  the  next  article. 

Second:  Many  countries  right  outside  the  sterling  area  have  acquired 
sterling:  historically,  through  a  mixture  of  all  the  processes  described 
above,  currently,  through  trade.  Some  of  this  sterling  lies  in  reserves.  Much 
of  it,  since  it  is  readily  acceptable  for  making  payments  to  different  coun¬ 
tries  in  the  world,  is  constantly  circulating.  It  is  estimated  that  very  nearly 
half  the  whole  of  world  trade  and  inter-country  payments  is  financed  by 
transfers  of  sterling  rather  than  other  currencies.  This  results  because: 
(a)  the  money  is  there  and,  (b)  is  today  virtually  free  of  restriction  and 
therefore  acceptable  to  the  payees. 

Britain,  as  well  as  playing  banker  to  the  sterling  area  is  banker  to  this 
vast  international  sterling  mechanism.  It  is  with  some  truth  therefore  that 
sterling  is  declared  to  be  an  international  currency. 


The  £  Sterling 
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ASSETS  AND  LIABILITIES 

The  analogy  with  a  bank  is  helpful  although,  like  all  word-pictures,  it 
can  become  misleading.  To  illustrate  the  international  character  of  sterling 
London  may  be  pictured  as  the  sterling  “bank.”  The  countries  of  the 
world  inside  and  outside  the  sterling  area — who  have  sterling,  acquired 
in  trade  or  through  investment  or  through  wartime  accumulations,  may 
be  considered  the  depositors.  Their  balances  are  perhaps  invested  in  Brit¬ 
ain,  some  in  more,  some  in  less  liquid  form.  On  the  books  of  the  London 
bank  these  deposits  are  the  main  items  in  the  “liabilities”  side  of  the 
account.  If  at  any  time  the  depositor  wishes  to  change  his  sterling  assets 
for  some  other  currency,  or  merely  spends  them,  right  there  in  Britain, 
the  liabilities  fall.  But  of  course  the  bank  must  find  the  foreign  exchange 
— or  gold — if  the  depositor  wants  to  change  his  sterling  assets  into  some 
other  form  of  holding.  Hence  the  vital  importance  of  gold  and  foreign 
exchange  reserves.  The  bank,  like  any  bank,  must  itself  earn  and  hold 
reserves  off  foreign  currency  or  gold  sufficient  to  meet  all  normal  demands 
of  this  sort.  These  reserves,'  therefore,  can  be  considered  the  assets  side 
of  the  account,  held  against  the  liabilities. 

This  is  how  the  reserves — liabilities  picture  looked  in  two  key  years 
—1945  and  1957. 


Reserves  and  Liabilities 


Depositors  with  sterling  balances  (£,  million) 


1945 

1957 

Independent  sterling  area  countries 

2,000 

1,450 

United  Kingdom  Colonial  territories 

400 

1,250 

Other  countries,  outside  the  sterling  area 

1,170 

570 

TOTAL 

3,570 

3,270 

Gold  and  dollar  reserves  ( £  million) 

624 

812 

It  is  clear  that  there  has  not  been  a  great  change  in  the  total  liabilities  but 
their  composition  has  changed.  Let  us  see  how  they  affect  the  manage¬ 
ment  of  sterling. 

The  next  article  shows  how  the  war  caused  balances  of  such  great  size 
to  be  built  up.  But  the  only  abnormal  feature  was  their  size.  As  the  article 
shows,  the  holding  of  working  and  reserve  balances  in  sterling  had  long 
been  a  normal  and  essential  feature  on  which  the  world’s  payments  mecha¬ 
nism  was  based.  But  the  post-war  size  of  these  balances  was  a  threat  to 
the  stability  of  sterling.  They  represented  enormous  and  pressing  liabilities 
which  Britain  could  not  hope  to  discharge  all  at  once,  with  her  available 
resources  of  goods,  cash  or  gold.  American  and  Canadian  credits  to  Brit- 
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ain  in  1946  were  conditional  on  the  liquidation  of  some  of  this  overload. 
Although  part  of  the  overseas  balances  were  immobilized  by  a  series  of 
bilateral  agreements  Britain  was  required  to  make  part  of  them  convert¬ 
ible.  The  convertibility  experiment  lasted  for  a  few  weeks  in  1947.  It  was 
unavoidably  suspended  on  August  20,  1947.  The  pressure  on  the  reserves 
could  not  be  met. 

So  the  wartime  system  of  exchange  controls  could  not  be  laid  aside 
during  the  post-war  years.  Britain’s  own  controls  over  overseas  govern¬ 
ment  expenditure  and  that  of  her  nationals  have  continued,  although  with 
important  relaxations,  to  the  present  day.  But  it  has  proved  possible  to 
remove  bit  by  bit  the  restrictions  imposed  on  the  London  accounts  of 
overseas  countries.  Formerly,  these  balances  were  further  subdivided  into 
many  types  of  account  for  exchange  control  purposes,  each  limited  to 
specified  uses.* 

Britain  exercises  no  control  over  the  balances  of  sterling  area  countries 
but  each  country  takes  whatever  measures  it  finds  necessary  to  conserve 
its  own  reserves  in  which,  of  course,  it  has  a  vital  interest.  Some  of  the 
sterling  countries,  to  conserve  their  sterling  reserves,  control  out-payments 
to  Britain  and  other  sterling  partners.  The  figures  given  earlier  show  that 
the  area  has  not,  on  balance,  greatly  altered  its  reserves  holding  in  London 
although  in  the  last  two  years  these  balances  have  proved  a  valuable  source 
of  liquid  wealth  with  which  to  meet  current  developments. 

STERLING  AND  THE  NON-STERLING  WORLD 

The  other  countries,  not  in  the  sterling  area,  have  now  worked  down 
their  balances  to  a  size  convenient  for  normal  commercial  purposes.  Un¬ 
like  the  sterling  countries,  these  countries  hold  sterling  not  as  a  reserve  but 
for  the  convenience  of  trade.  The  fall  in  these  balances  from  exaggerated 
post-war  levels  represents  a  most  important  reduction  in  Britain’s  bank¬ 
ing  liabilities  and  a  return  to  a  more  normal  state  of  affairs.  Part  of 
the  running  down  of  these  balances  was  no  more  than  part  of  the 
normalisation  process,  but  part  again  was  the  result  of  uncertainty  at 
one  time  or  another  about  the  future  of  sterling,  a  fear  that  the  reserves 
of  the  bank  were  not  adequate  in  relation  to  Britain’s  enormous  post-war 

*Since  1954  the  London  accounts  are  of  three  broad  types  only: 

“Dollar”  accounts — those  of  residents  in  dollar  countries — freely  spendable  and 
convertible  into  other  currencies.  “ Transferable ”  accounts — freely  transferable 
between  all  countries  outside  the  dollar  area,  and  to  the  sterling  area.  These  are 
also  de  facto  convertible  into  dollars  or  any  other  currency,  since,  outside  the 
United  Kingdom  they  are  readily  marketable,  and  a  daily  buying  and  selling  rate 
is  quoted  on  the  world’s  exchanges.  “ Resident ”  accounts  (of  sterling  area 
residents) — freely  spendable  in  the  sterling  area  but  not  freely  convertible  and 
subject  to  exchange  control  permission  outside  the  sterling  area. 


112 


British  Affairs 


The  Commonwealth 
and  Sterling  Area 
in  Free  World  Trade 


(Exports  in  1957) 
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Last  year,  the  countries  of  the  Commonwealth  did  between  them  a  quarter  of  all  the 
world’s  trade,  nearly  as  much  as  Continental  Western  Europe  and  more  than  the  U.S. 

One  fifth  of  the  Commonwealth’s  trade  was  done  by  Canada  of  which  three  fifths  was 
dollar  trade  with  the  U.S.A. 

Apart  from  Canada  which  has  a  “dollar”  currency,  all  the  Commonwealth  countries 
are  in  the  sterling  area.  The  non-Commonwealth  countries  of  the  area  accounted  for  only 
£300  million  of  the  total  sterling  area  exports  of  £7,500  million  which  were  21  per  cent 
of  the  world  total.  Of  this  total  over  40  per  cent  was  accounted  for  by  Britain. 
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liabilities,  and  that  devaluation  (the  depreciation  of  assets  held  in  sterling) 
would  follow.  Britain  somehow  found  the  gold  and  foreign  exchange  to 
onor  all  those  withdrawals  (although  it  will  be  remembered  that  she  was 
forced  to  devalue  in  1949).  She  sold  dollar  assets,  borrowed  extensively 
and  kept  tight  control  over  her  own  expenditures.  So,  while  the  reserves 
had  at  the  time  to  take  the  strain  of  these  withdrawals,  the  ship  floats  better 
today  because  of  this  jettisoning  of  cargo.  Liabilities  have  been  reduced. 

The  balances  that  non-sterling  countries  hold  in  the  sterling  bank  reflect 
the  uniquely  international  character  of  sterling  in  that,  in  the  conditions 
of  today,  they  provide  an  international  means  of  exchange  which  would 
not  otherwise  exist.  They  are  for  all  practicable  purposes  freely  spendable 
in  other  countries.  As  we  have  seen,  in  spite  of  the  apparatus  of  exchange 
control,  they  are  de  facto  convertible.  There  is  today  no  other  currency 
so  generally  available  and  so  useful  for  the  conduct  of  international  trade. 
If  this  transferable  sterling  system  was  to  be  discarded  it  is  diflicult  to 
imagine  the  repercussions.  As  one  authority  has  put  it*  “the  transferable 
account  area  linked  to  the  sterling  area  itself  is  far  and  away  the  most 
important  mechanism  maintaining  reasonable  freedom  of  payments 
throughout  the  world  ...  in  conjunction  with  sterling  the  European  Pay¬ 
ments  Union  is  a  clearing  house  from  Germany  to  Australia,  from  Japan 
to  Holland,  from  China  to  Peru.  If  Britain  rescinded  the  international 
character  of  sterling  ...  the  multilateral  basis  of  the  great  bulk  of  world 
trade  built  up  since  the  war  would  be  destroyed.” 

So  it  is  that  sterling  has  become  more  than  a  reserve  or  medium  of 
exchange  within  the  sterling  area.  It  is  widely  used  between  countries  right 
outside  the  system  as  well  as,  of  course,  for  payments  between  such  coun¬ 
tries  and  the  sterling  area  countries  properly  defined.  The  British  reserves 
must  back  this  system  and  maintain  the  credit-worthiness  of  sterling 
accounts. 


THE  BANKER’S  OWN  BALANCE 

We  have  now  seen  how  Britain’s  reserves  and  liabilities  may  be  affected 
by  the  capital  movements  or  the  current  balances  of  the  other  countries 
which  use  sterling. 

Britain’s  own  expenditures,  her  purchases  abroad  and  her  capital  out¬ 
flows  must,  along  with  her  earnings,  be  brought  into  the  account.  The 
banker  is  a  trader  and  an  investor  as  well.  For  most  countries,  a  surplus 
gained  in  a  year’s  business  shows  as  an  addition  to  their  reserves  of  foreign 
exchange,  or  gold.  They  are  answerable  to  no  one  else  for  the  state  of  their 
reserves  and  the  liabilities  side  of  their  accounts  represents  the  liabilities 


♦The  Banker,  Dec.  1957— see  BRITISH  AFFAIRS  March  1958. 
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contracted  by  these  countries  individually.  But  we  have  already  seen  that, 
in  the  case  of  Britain,  her  reserves  and  liabilities  are  affected  by  important 
extraneous  factors — namely,  the  balance  of  payments  of  the  other  sterling 
countries  and  the  whims,  wishes  and  straight  trading  needs  of  non-sterling 
countries.  Britain’s  own  balances  are  therefore  just  one  other  factor — but 
a  big  one — in  the  British  reserves  liabilities  picture.  In  the  past  year  the 
“current  account”  picture  has  been  one  of  Britain  with  a  fairly  slight  dollar 
deficit  but  overall  balance  and  the  rest  of  the  sterling  area  drawing  heavily 
on  their  reserves  in  order  to  sustain  trade.  But  the  reserves  have  risen 
massively  in  spite  of  this,  because  the  non  sterling  world  has  been  buying 
sterling. 

Britain  is  of  course  herself  a  sterling  area  member,  indeed  its  linchpin, 
accounting  for  almost  half  its  total  trade;  thus,  it  is  unrealistic  to  try  and 
distinguish  the  pattern  of  sterling  area  payments  generally  from  that  of 
Britain’s  payments  in  particular.  The  picture  is  further  complicated  by 
the  capital  as  against  current  account  movements.  Britain  in  effect  lends 
back  her  surpluses  with  the  sterling  area;  she  also  has  major  capital  out¬ 
goings  in  the  form  of  debt  settlement.  These  capital  movements,  touched 
on  in  the  next  article  are  left  out  of  the  picture  here  in  a  deliberate  effort 
to  simplify  a  difficult  subject.  Enough  has  been  said  to  establish  the  broad 
principle  that  the  overall  balance  of  the  sterling  area  countries,  including 
Britain,  is  one  of  the  two  main  factors  affecting  the  strength  and  effective¬ 
ness  of  the  sterling  bank — the  other  being  of  course  the  deposits  and 
drawing  accounts  of  the  non-sterling  world. 

It  may  be  thought  that  Britain  does  very  well  out  of  sterling.  But  in 
Britain  today  there  is  a  great  deal  of  argument  in  favor  of  cutting  loose 
from  sterling  area  and  international  sterling  commitments.  It  has  to  be 
remembered  that  Britain  by  herself,  even  in  these  difficult  post  war  years, 
earns  substantial  surpluses  with  the  rest  of  the  world.  She  could  get  by 
very  well  were  she  accountable  only  to  herself.  But  it  has  also  to  be 
remembered  that  a  large  part  of  the  world’s  wealth  is  in  sterling  and  a 
large  part  of  the  world’s  trade  is  conducted  by  the  signing  of  sterling 
“cheques”,  while  for  the  sterling  countries  their  sterling  holdings  form 
the  bulk  of  their  reserves.  Britain  has  a  responsibility  here  she  cannot  lay 
down;  the  sterling  balances  are  liabilities  which  must  be  honored:  Britain’s 
gold  and  foreign  currency  assets  are  regarded  as  held  against  these  liabil¬ 
ities,  and  not  disposable  at  Britain’s  pleasure. 


The  Sterling  Area 


The  sterling  area  is  simply  an  international  banking  system.  Its  objec¬ 
tive  is  not  discrimination  against  other  systems  or  against  other  countries, 
their  trade  and  currencies,  although  post-war  controls  have  at  times 
made  things  look  that  way.  Indeed,  the  sterling  area  helps  the  world  as  a 
whole,  for  it  not  only  simplifies  international  trade  and  payments  for 
its  member  countries  but  extends  to  other  trading  countries  the  advantages 
of  its  operations.  This  was  discussed  in  the  previous  article. 

The  sterling  area  has  no  formal  constitution  or  written  rules.  It  operates 
by  general  arrangements  which  are  flexible  and  allow  for  differences  in 
the  way  countries  apply  them.  They  are  adjusted  by  mutual  agreement 
from  time  to  time  to  accord  with  changes  in  world  trends. 

HOW  THE  STERLING  AREA  WORKS 

The  main  principles  on  which  the  system  works  are  as  follows: 

1.  Countries  in  the  area  use  sterling  in  settlement  of  their  trade  and 
other  transactions  with  other  member  countries,  and  for  the  bulk  of  then- 
transactions  outside  the  area.  They  keep  their  accounts  in  sterling. 

2.  It  follows  that  most  of  the  sterling  area’s  foreign  exchange  trans¬ 
actions  go  through  London.  Overseas  members  hold  most  of  their  external 
reserves  in  the  form  of  sterling  balances  in  London.  In  short,  they  use 
Britain  as  a  banker.  It  they  earn  more  sterling  they  add  it  to  existing 
balances.  It  they  earn  other  currencies  they  turn  them  into  sterling  too, 
by  selling  them  to  London  in  exchange  for  sterling.  An  exception  is  that 
South  Africa,  the  world’s  biggest  gold  producer,  holds  most  of  her  reserves 
in  gold. 

3.  Most  of  the  sterling  countries  keep  a  small  permanent  reserve  of 
foreign  currency  in  their  own  central  banks,  but  to  make  foreign  currency 
payments  they  simply  draw  on  their  sterling  accounts  to  buy  back  from 
London  the  foreign  exchange  they  need.  Thus  each  country  has  access  to 
foreign  exchange  reserves  in  London  far  larger  than  it  could  dispose  of 
itself.  The  limit  on  its  drawings  is  the  size  of  its  sterling  balances,  not  the 
size  of  its  foreign  exchange  earnings. 

4.  Overseas  member  countries  maintain,  at  any  one  time,  a  fixed  rate 
of  exchange  for  their  own  currencies  in  terms  of  sterling. 
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5.  Between  countries  in  the  area  there  is  a  minimum  of  exchange 
control  restrictions  on  current  payments,  and  a  surplus  with  one  can  be 
used  to  meet  a  deficit  with  another.  About  half  of  the  total  overseas  trade  of 
sterling  area  countries  is  in  the  area.  In  1956,  Britain  did  44  per  cent 
of  its  trade  with  other  sterling  countries.  The  rest  of  the  sterling  area  did 

52  per  cent  (made  up  of  33  per  cent  with  Britain  and  19  per  cent  with 
each  other). 

6.  Overseas  members  look  to  London  as  a  source  of  capital  and  there 
are  no  exchange  restrictions  on  capital  movements  to  the  rest  of  the  sterling 
area  from  Britain. 

7.  Members  cooperate  in  their  economic  policies.  There  are  frequent 
meetings  and  a  continuing  exchange  of  views  and  information. 

The  fundamental  point,  however,  is  that  the  centralization  of  gold  and 
dollar  holdings  has  allowed  the  world’s  total  reserves  of  gold,  dollars, 
and  sterling  to  be  substantially  more  available  than  could  otherwise  have 
been  the  case.  If  the  sterling  reserves,  i.e.  balances,  had  not  existed,  avail¬ 
able  reserves  would  have  been  almost  certainly  inadequate  to  support 
the  expansion  of  world  trade  and  its  gradual  freeing  from  those  restric¬ 
tions  which  have  so  dominated  post  war  economic  history.  The  assistance 
given  so  promptly  and  on  so  substantial  a  scale  to  the  support  of  sterling 
by  the  International  Monetary  Fund  and  the  United  States  in  the  last 
two  years  has  in  effect  been  in  recognition  of  the  essential  international 
function  of  the  sterling  system. 

THE  STERLING  BALANCES 

The  sterling  balances  are  worthy  of  special  note.  The  principle  of  hold¬ 
ing  reserves  in  sterling  was  long  established.  But,  after  World  War  II, 
the  size  of  the  balances  constituted  a  problem.  For  during  the  war  Britain 
paid  for  much  of  its  war  expenditure  in  sterling,  largely  to  other  countries. 
Most  of  this  sterling  was  not  spent  or  converted  because  the  sterling 
area  countries  had  agreed  at  the  outbreak  of  war  to  impose  exchange 
control  on  transactions  with  the  rest  of  the  world  and  not  to  convert 
their  sterling  balances  into  gold  or  foreign  exchange  except  for  essential 
current  purposes.  The  sterling  balances  held  by  overseas  countries  rose 
from  <£500  million  pre-war  to  no  less  than  £3,570  million  in  1945. 

Arguments  were  put  forward  by  economists  and  others  after  the  war 
that  a  scaling  down  of  these  balances  would  be  equitable  as  they  were 
incurred  in  large  part  for  the  common  good  in  the  war  years.  But  this 
was  never  official  policy,  and  agreements  were  made  for  the  gradual 
release  of  these  big  sterling  balances,  in  short,  of  what  Britain  owed  to 
other  countries  largely  as  a  result  of  war  expenditures. 
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Membership  of  Sterling  Area 

The  Sterling  Area  comprises  all  Commonwealth  countries  (ex¬ 
cept  Canada),  together  with  Burma,  Iceland,  Iraq,  the  British  Pro¬ 
tected  States  in  the  Persian  Gulf,  the  Irish  Republic,  Jordan,  and 
Libya. 

Included  are  nine  sovereign  independent  states :  the  United  King¬ 
dom,  Australia,  New  Zealand,  South  Africa,  India,  Pakistan,  Ceylon, 
Ghana,  and  the  Federation  of  Malaya,  with  their  dependencies. 


The  war  induced  balances  were  quickly  run  down.  The  sterling 
balances  as  a  whole,  however,  have  remained  very  high,  for  the  running 
down  of  the  war  induced  balances  was  later  offset  by  the  growth  in  Colo¬ 
nial  sterling  balances  (due  to  these  countries’  prosperity)  and  those  of 
the  Middle  East  oil  countries. 

These  self-same  balances,  which  only  a  short  while  ago  were  regarded 
by  some  commentators  as  dangerously  high,  have  proved  of  great  value 
in  the  current  business  and  trade  recession,  for  they  have  enabled  these 
countries  to  maintain  their  purchases  both  in  Britain  and  elsewhere  and 
have  thus  contributed  to  the  maintenance  of  a  fairly  high  level  of  world 
trade  and  economic  prosperity. 

ITS  MEMBER  COUNTRIES 

The  sterling  area  today  consists  of  all  the  Commonwealth  countries, 
except  Canada  (a  dollar  country),  plus  several  other  countries — Burma, 
Iceland,  the  Irish  Republic,  Iraq,  Jordan,  Libya,  and  certain  states  in 
the  Persian  Gulf  Area.  It  covers  nearly  600  million  people — about  a 
quarter  of  the  world’s  population — of  which  the  Commonwealth  part  is 
about  535  million. 

It  includes  the  most  diverse  economies,  some  primarily  agricultural 
and  others  industrial  and  all  in  varying  stages  of  development.  Britain, 
for  instance,  is  one  of  the  world’s  most  important  manufacturing  countries. 
But  the  rest  of  the  sterling  area,  principally  Commonwealth  countries, 
are  primary  producers  and  account  for  over  half  the  world’s  output  of 
gold,  tea,  wool,  and  manganese;  over  two  fifths  of  its  rubber,  tin,  and 
cocoa;  and  nearly  a  fifth  of  its  cotton,  copper,  and  sugar.  The  existence 
of  these  complementary  economies  not  only  gradually  brought  into  being 
the  financial  arrangements  which  are  now  referred  to  as  the  sterling  area 
but  also  accounts  for  the  continued  success  of  the  arrangements.  For  above 
all,  the  sterling  area  is  voluntary.  Its  members  remain  in  the  area  precisely 
because  it  benefits  them.  The  membership  has  changed  from  time  to  time, 
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usually  the  membership  of  the  smaller  countries,  but  in  recent  years  the 
sterling  area  has  been  more  or  less  stable. 

HOW  IT  ORIGINATED 

The  sterling  system  originated  in  the  first  half  of  the  nineteenth  century 
in  the  process  of  bringing  some  order  into  the  coinage  and  rudimentary 
banking  arrangements  which  then  prevailed  in  most  of  the  British 
“Colonies”  which  then  included  such  countries  as  Australia  and  Canada. 
The  system  was,  in  fact,  a  monetary  parallel  to  the  growth  of  the  British 
Empire  which  itself  was  haphazard,  not  consciously  designed. 

The  system  which  grew  from  these  origins  had  four  characteristics: 

1.  Local  currencies  were  statutorily  regulated  as  local  versions  of  the 
pound  sterling,  printed  or  stamped  with  local  symbols  but  all  representing 
the  sovereign  (i.e.  the  gold  coin)  or  legally  defined  fractions  of  it,  and 
all  backed  with  some  obligatory  holding  of  sovereigns  or  gold. 

2.  All  the  Colonies  looked  to  London  as  their  metropolitan  center 
for  the  employment  of  surplus  funds  which  could  not  be  invested  with  the 
necessary  liquidity  in  the  Colonial  countries  themselves. 

3.  As  trade  increased,  most  of  the  countries  looked  to  the  pound 
sterling,  then  synonymous  with  gold,  as  the  currency  for  their  external 
transactions.  The  Indian  rupee  was  an  exception.  This  currency  had, 
and  still  has,  an  international  validity  in  the  countries  round  the  Indian 
Ocean,  but  with  all  other  countries  India  settles  in  sterling. 

4.  All  the  colonies  (and  other  countries)  looked  to  London  and  the 
British  capital  market  for  the  raising  of  new  capital,  predominantly  for 
private  enterprise  but  largely  also  for  governmental,  provincial,  or  muni¬ 
cipal  and  public  utility  issues. 

London  was  then  the  undisputed  financial  center  of  the  world,  and 
remains  the  sterling  financial  center.  Besides  these  monetary  links,  London 
was  and  has  remained  the  center  for  such  connected  commercial  activities 
as  shipping,  insurance,  and  merchanting. 

FOREIGN  TRADE  AND  FOREIGN  EXCHANGE 

It  thus  became  natural  for  Colonial  exporters  to  look  to  London  for 
their  business  and  banking  needs.  Exporters  sold  their  export  proceeds 
to  local  banks  for  the  local  currency  in  which  they  kept  their  accounts  and 
paid  their  expenses.  Of  course,  in  most  cases  the  proceeds  were  already  in 
the  form  of  sterling  and  any  foreign  exchange  had  already  accrued  directly 
or  indirectly  to  London  which  had  earlier  sold  sterling  for  the  buyer’s 
currency.  Wdien  the  Colonial  exporters  received  a  foreign  currency,  ordin- 
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Britain’s  Overseas  Investments 

Estimates  covering  part  of  the  overseas  investments  of  the  United 
Kingdom,  tabulated  by  types  of  investment  and  by  countries,  have 
been  prepared  by  the  Bank  of  England  for  the  year  1956  continu¬ 
ing  their  series  from  1938  to  1955. 

These  figures  give  the  total  nominal  value  of  UK  overseas  invest¬ 
ments  covered  by  the  survey  which,  however,  is  confined  to  com¬ 
panies  operating  wholly  overseas.  Nominal  value  provides  little 
indication  of  the  realizable  value,  but  is  a  convenient  basis  for  ob¬ 
serving  changes. 

The  estimates  show  that  the  total  nominal  value  of  UK  overseas 
investments  covered  by  this  survey  was  £.2,110  million  at  the  end 
of  1956  as  compared  with  £2,144  million  at  the  end  of  1955  and 
£2,132  million  at  the  end  of  1954. 

The  total  of  interest  and  dividends  received  from  these  invest¬ 
ments  for  1956  was  £223.1  million  against  £207.8  million  in 
1955  and  £187.0  million  in  1954. 

A  limited  number  of  copies  showing  the  detailed  figures  are  avail¬ 
able  from  the  Secretary,  Bank  of  England,  London  E.C.2.,  England. 


ary  practice  led  the  bankers  to  convert  it  into  sterling  and  put  it  to  use 
in  London.  There  was  no  exchange  control  which  compelled  this:  the 
money  flowed  to  London  as  the  center  which  would  not  only  pay  for  using 
money  but  would  sell — or  buy — any  foreign  exchange  when  required  and 
repay  deposits  more  or  less  on  demand. 

FORMATIVE  YEARS 

In  the  early  years  of  the  sterling  system  no  thought  was  given  to  banking 
all  the  Colonial  foreign  exchange  earnings  in  London  to  form  a  pool  from 
which  all  members  could  draw  on  need.  Their  trade  was  conducted  entirely 
in  sterling  which,  at  the  time,  was  the  only  currency  in  extensive,  normal 
international  use.  There  was  no  highly  organized  foreign  exchange  market 
in  London  up  to  about  1920.  There  was  no  need  for  it:  sterling  did  the 
job  as  it  was  universally  acceptable  and  could  be  exchanged  at  will  for 
any  other  currency. 

This,  then,  is  the  basis  of  the  present  sterling  area.  The  main  19th 
Century  “Colonies”  have  long  since  grown  into  fully  independent  coun¬ 
tries.  Yet  all  except  one,  Canada,  which  for  trade  and  geographical  reasons 
is  a  member  of  the  dollar  area,  have  found  it  not  only  convenient  but 
advantageous  and  profitable  to  remain  within  the  sterling  area  and  to 
accept  its  voluntarily  imposed  controls  and  agreements.  In  addition,  some 
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independent  non-British  countries  have  found  it  beneficial  to  join  the  area. 

CHANGES  OF  THE  LAST  THIRTY  YEARS 

The  basis  of  the  present  day  sterling  area  remains  the  same.  Britain 
buys  much  if  not  most  of  the  produce  exported  by  the  other  members  of 
the  Area  and  provides  a  major  share  of  the  manufactured  goods  imported 
by  them.  Britain’s  highly  organized  commodity  markets  still  transact  a 
large  proportion  of  the  international  trade  in  the  primary  products. 
Britain’s  financial  markets,  her  insurance  and  shipping  facilities,  and  bank¬ 
ing  arrangements,  are  still  a  convenience  to  the  other  countries  of  the 
sterling  area,  and  indeed  to  much  of  the  rest  of  the  world. 

Yet  there  have  been  changes,  some  of  them  major.  Developments  inside 
and  outside  the  sterling  area  have  to  some  extent  modified  the  character¬ 
istics  of  the  system. 

1 .  There  is  no  longer  free  interchangeability  between  sterling  and  gold. 
Britain  abandoned  the  gold  standard  in  1931.  A  wide  group  of  countries, 
including  all  Commonwealth  countries,  except  Canada,  immediately  or 
soon  after  pegged  their  own  currencies  on  sterling,  though  some  con¬ 
tinued  to  maintain  substantial  reserves  of  their  own  in  gold  and  all  were 
entirely  free  to  acquire  it  against  sterling.  In  1939,  they  agreed  not  to 
make  use  of  this  facility  except  for  essential  current  payments. 

2.  In  1939,  at  the  outbreak  of  World  War  II,  exchange  controls  were 
introduced  generally  in  Britain  and  separately  in  other  sterling  area 
countries  to  conserve  gold  and  foreign  exchange  reserves  for  essential 
war  operations.  The  controls  were  not  applied  to  transactions  between 
Britain  and  the  rest  of  the  sterling  area  (RSA)  although  some  RSA  coun¬ 
tries  do,  in  fact,  impose  restrictions  against  the  movement,  especially 
capital  movements,  to  Britain  and  other  RSA  countries. 

3.  Most  of  the  independent  members  of  the  sterling  area  now  have 
Central  Banks  of  their  own  and  most  are  members  of  the  International 
Monetary  Fund  with  par  values  for  their  currencies  defined  in  terms  of 
gold  or  the  US  dollar.  In  many  cases  sterling  backing  for  the  currency  is 
now  discretionary  rather  than  mandatory,  but  despite  this,  in  practice,  it 
has  been  maintained.  All  RSA  countries  devalued  to  the  same  extent  as 
Britain  in  1949,  except  Pakistan  which  followed  six  years  later  and 
restored  her  old  relation  with  the  £. .  Moreover,  the  RSA  currencies  also 
follow  sterling  in  day-to-day  fluctuations  of  the  exchange  rate  for  the  £■ 
on  world  markets. 

4.  During  World  War  II,  a  huge  accumulation  of  sterling  balances  took 
place.  As  a  result  of  the  growth  of  exchange  controls  these  balances  came, 
to  a  greater  extent  than  before,  to  be  held  in  the  control  of  Central  Banks, 
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being  treated  as  national  foreign  exchange  reserves.  The  main  growth  in 
Colonial  sterling  balances  and  the  holdings  of  the  Middle  East  oil  states 
came  later  and  was  substantially  offset  by  falls  in  other  countries’  balances. 

5.  The  small  size  of  the  foreign  exchange  reserves  necessitated  pay¬ 
ments  and  trade  restrictions  against  the  dollar,  and  at  first  against  all 
non-sterling,  imports  in  the  war  and  postwar  years.  Recently,  such  restric¬ 
tions  has  been  greatly  reduced  both  in  Britain  and  in  other  Sterling 
countries  and  further  relaxations  are  announced  as  the  balance  of  pay¬ 
ments  and  the  state  of  the  reserves  permit. 

6.  London  remains  the  prime  source  of  new  capital  for  the  RSA  despite 
the  emergence  of  the  International  Bank  for  Reconstruction  and  Develop¬ 
ment,  of  US  aid  in  grants  and  loans,  and  of  increasing  US  private  invest¬ 
ment.  British  investment  in  the  RSA  is  now  distinguished  from  British 
investment  in  Canada  and  other  non-sterling  countries  in  that  it  does  not 
require  British  exchange  control  approval. 

7.  But  strict  control  of  investment  by  residents  of  the  sterling  area  in 
the  non-sterling  world  was  imposed  during  the  war  and  has  been  main¬ 
tained  (though  in  varying  degree  and  with  some  relaxations)  ever  since. 
Exchange  control  has  come  to  be  thought  of  as  another  of  the  sterling 
area’s  normal  practices  whereas  it  is  only  a  fairly  recent  and  necessary 
addition  dictated  by  the  small  size  of  the  reserves  relative  to  war  and 
postwar  liabilities.  Once  this  discrepancy  between  reserves  and  liabilities 
is  corrected,  the  sterling  area  will  work  no  less  effectively  without  exchange 
controls. 


THE  AREA’S  BALANCE  OF  PAYMENTS 

There  is  normally  a  triangular  pattern  of  trade  and  payments  between 
Britain,  the  rest  of  the  sterling  area,  and  the  rest  of  the  world.  For  example, 
over  the  period  1953-56,  Britain  had  a  surplus  of  <£944  million  with  the 
rest  of  the  sterling  area,  and  a  deficit  of  £  374  million  with  the  non-sterling 
world.  Exactly  comparable  figures  are  not  available  for  the  rest  of  the 
area,  but  its  overall  surplus  with  the  non-sterling  world,  including  receipts 
from  gold  sales  in  Britain  and  substantial  receipts  of  non-sterling  capital, 
amounted  to  £725  million.  As  a  result,  Britain  had  an  overall  surplus 
of  £570  million  and  the  rest  of  the  sterling  area  an  overall  deficit  of 
£219  million.  The  sterling  area  as  a  whole  had  thus  an  overall  surplus 
of  about  £350  million  in  its  dealings  with  the  rest  of  the  world. 

There  is  normally  a  large  net  movement  of  capital  from  Britain  to  the 
rest  of  the  sterling  area.  In  1953-56  it  amounted  to  about  £630  million, 
of  which  over  five-sixths  went  to  Commonwealth  countries.  Indeed,  it 
has  been  unofficially  estimated  that  about  70  per  cent  of  the  sterling 


The  Sterling  Area 


123 


Commonwealth  s  total  capital  inflow  since  the  war  has  come  from  Britain. 
This  has  been  one  of  the  most  important  factors  in  maintaining  the  high 
level  of  the  rest  of  the  area’s  sterling  balances.  In  the  same  period  (1953- 
56)  there  was  a  net  movement  of  about  <£.150  million  from  Britain  to 
the  non-sterling  world. 

The  balance  of  payments  on  current  trade  and  on  long-term  investment 
are  together  reflected  in  changes  in  Britain’s  position  as  an  international 
banker,  i.e.  by  changes  in  Britain’s  monetary  assets  and  liabilities.  In 
these  the  main  items  are  the  sterling  holdings  of  overseas  countries — both 
those  in  the  sterling  area  and  those  outside;  Britain’s  gold  and  dollar 
reserves;  and  a  miscellaneous  group  including  short-term  flows,  and  draw¬ 
ings  from  and  repayments  to  the  International  Monetary  Fund  (IMF). 


THE  FUTURE  OF  STERLING 

The  continued  existence  of  the  sterling  area  and  of  sterling  as  an 
international  currency  is  not  in  doubt.  Britain  is  determined  to  take  all 
necessary  steps  to  maintain  the  value  of  sterling. 

The  sterling  area  has  amply  proved  its  worth  both  in  the  past  and 
more  recently.  The  smoothness  with  which  the  system  works  depends 
first  and  foremost  on  the  strength  of  sterling  and  on  the  confidence  with 
which  its  future  is  viewed.  If  that  future  were  to  fall  under  suspicion  it 
would  be  difficult  to  maintain  the  necessary  cohesion  of  import  and 
exchange  policies  and  to  prevent  some  flight  from  sterling. 

There  has  to  be  some  uniformity  in  these  policies  as  all  members  of 
the  sterling  area  have  free  access  to  Britain’s  reserve  of  gold  and  foreign 
exchange  even  though  some  of  the  area  countries  have  their  own  sizeable 
exchange  reserves. 

The  sterling  system  depends  on  goodwill  and  cooperation.  Some 
countries  produce  goods  that  contribute  directly  and  substantially  to  the 
central  reserve,  such  as  Malayan  rubber  and  West  African  cocoa.  Britain 
herself  by  direct  exports  to  the  United  States  and  Canada,  for  example, 
contributes  very  substantially  to  the  gold  and  dollar  reserves.  Britain  is, 
in  fact,  the  most  important  contributor. 

But  in  other  respects  the  picture  is  blurred  and  no  purpose  is  served  in 
trying  to  allocate  praise  or  blame.  British  machinery  exported  to  Rhodesia 
to  produce  copper  which  earns  German  marks  or  French  francs  is  a  case 
in  point.  So  is  Australian  wool  used  in  British  cloth  exported  to  the  United 
States.  All  member  countries  contribute  directly  or  indirectly,  and  all 
countries  benefit. 
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Summer  is  the  busy  time  for  Britain’s  trade  union  movement. 

The  unions  usually  hold  their  national  delegate  conferences  in 
mid-year,  and  the  Trades  Union  Congress  meets  in  September. 

Democracy  In  Labor  Unions 

On  almost  every  day  from  April  to  the  end  of  August  the  national  dele¬ 
gate  conference  of  one  or  more  British  trade  unions  is  in  session. 

The  conference  may  be  as  long  as  two  weeks  or  as  short  as  two  days; 
it  may  need  a  hall  to  hold  a  thousand  or  a  small  chamber  for  less  than  a 
hundred;  it  may  be  an  annual  gathering  or  one  which  takes  place  every 
two  or  three  years. 

Like  the  democratic  nations,  with  their  varying  methods  of  government, 
unions  in  Britain  agree  on  the  principle,  but  decide  their  own  practice. 

Among  British  unions  yearly  delegate  conferences  are  the  most  popular. 
Alone  of  Britain’s  eight  biggest  unions  representing  together  more  than 
four  and  a  half  million  workers,  the  largest  of  all,  the  Transport  and  Gen¬ 
eral  Workers,  chooses  to  meet  once  every  two  years. 

Most  of  the  middle  sized  unions  opt  for  the  yearly  meeting,  though 
three,  the  Public  Employees,  the  Paper  Workers,  and  the  Agricultural 
Workers,  all  with  more  than  100,000  workers,  meet  biennially. 

Only  a  few  unions,  of  which  only  two  have  50,000  or  more  members, 
meet  less  frequently — at  three-  or  five-yearly  intervals.  Another  small 
union  dispenses  altogether  with  an  annual  delegate  conference. 

Some  organizations  in  cotton  meet  quarterly,  and  in  the  Iron  and  Steel 
Trades  Confederation  there  are  district  delegate  conferences  every  year. 

The  size  of  the  union  does  not  determine  either  the  length  of  the  con¬ 
ference  or  the  number  of  delegates  who  attend.  The  1,300,000  strong 
Transport  and  General  Workers  Union  allows  five  days  for  its  biennial 
conference,  but  the  Amalgamated  Engineering  Union,  next  in  size  with 
more  than  900,000  members,  spends  a  fortnight  in  conference  every  year. 

The  annual  general  meeting  of  the  National  Union  of  Railwaymen, 
which  has  370,000  members,  lasts  up  to  12  days,  but  the  annual  confer¬ 
ence  of  the  Mineworkers,  who  muster  nearly  700,000  is  a  five-day  affair. 

One  of  Britain’s  bigger  unions,  the  340,000-strong  Shop,  Distributive 
and  Allied  Workers,  allocates  only  three  days  for  its  annual  conference, 
but  a  number  of  smaller  unions  take  a  full  week. 


125 


126 


British  Affairs 


Number  of  Members 

Size  of  Trade  Unions 

Percentage  of 

Number  of 
Unions 

Total 

Membership 

Total  Number 
of  all  Unions 

Total 

Membership 
of  all  Unions 

Under  100  . 

121 

6,000 

18.7 

0.1 

100  and  under  500 

171 

44,000 

26.4 

0.5 

500  and  under  1,000 

62 

44,000 

9.6 

0.5 

1,000  and  under  2,500 

103 

168,000 

15.9 

1.7 

2,500  and  under  5,000 

62 

216,000 

9.6 

2.2 

5,000  and  under  10,000 

36 

241,000 

5.6 

2.5 

1 0,000  and  under  15,000 

20 

246,000 

3.1 

2.5 

15,000  and  under  25,000 

23 

438,000 

3.5 

4.5 

25,000  and  under  50,000 

14 

510,000 

2.2 

5.3 

50,000  and  under  100,000 

18 

1,266,000 

2.8 

13.0 

1 00,000  or  more . 

17 

6,521,000 

2.6 

67.2 

Totals . 

647 

9,700,000 

100.0 

100.0 

BASIS  OF  REPRESENTATION 

As  to  the  number  of  delegates  who  attend  these  conferences,  more 
depends  on  the  basis  of  representation  than  the  size  of  the  union.  If  at  least 
one  delegate  from  each  branch  in  a  union  may  attend,  then  the  number  of 
branches  is  itself  the  governing  factor. 

For  the  90,000-strong  Transport  Salaried  Staffs  Association,  a  confer¬ 
ence  of  between  600  or  700  delegates  is  common  enough.  Another  union 
which  bases  conference  representation  on  the  branch  is  the  Shopworkers, 
which  usually  brings  together  some  800  delegates  at  its  annual  meeting. 

There  are,  however,  unions  where  the  direct  representation  of  every 
union  branch  would  result  in  conferences  of  an  absurd  size.  For  example, 
the  Transport  and  General  Workers  has  about  5,000  branches  and  the 
Amalgamated  Engineering  Union  about  2,000.  These,  the  two  largest 
unions,  have  solved  their  problems  in  very  different  ways. 

GEOGRAPHICAL  AND  INDUSTRIAL  INTERESTS 

At  the  biennial  conference  of  the  Transport  and  General  Workers,  the 
representation  is  such  that  each  trade  for  which  the  union  caters  is  repre¬ 
sented  on  a  regional  basis  so  that  geographical  as  well  as  industrial  interests 
are  catered  for.  The  result  is  that  between  700  and  800  delegates  represent 
a  total  union  strength  of  1,300,000. 

The  Amalgamated  Engineering  Union,  on  the  other  hand,  has  only  52 
delegates,  plus  about  six  women’s  representatives,  at  its  conference — 
called  the  national  committee.  The  delegates  are  elected  by  26  divisional 
committees  within  the  union,  from  branch  nominations. 
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Another  union  which  chooses  to  have  a  small  annual  meeting  is  the 
National  Union  of  Railwaymen.  Here  election  of  the  80  delegates  is 
through  branches  which  are  grouped  regionally. 

HOW  CONFERENCES  VOTE 

Voting  at  union  conferences  does,  however,  follow  a  general  pattern, 
which  varies  only  in  detail.  Normally  the  first  vote  of  any  resolution  or 
issue  before  the  conference  is  by  show  of  hands.  If  this  is  then  disputed, 
a  card  vote  is  taken — a  card  vote  being  an  organized  ballot  in  which  tellers 
are  appointed  and  in  which  delegates  hold  the  voting  strength  of  the 
members  they  represent. 

Variations  sometimes  do  occur  when  card  votes  are  taken.  Some  unions 
permit  delegates  only  one  vote,  regardless  of  the  numbers  they  represent. 

Delegate  conferences  in  many  unions  form  the  supreme  authority  in 
the  organization.  Their  decisions  direct  and  guide  the  executive  council 
of  the  union  between  conferences.  Sometimes  the  delegate  conference 
shares  the  supreme  authority  with  the  executive,  but  in  all  organizations 
its  expression  of  opinion  carries  considerable  weight. 

THE  END  OF  THE  SEASON 

The  annual  Trades  Union  Congress  in  the  first  week  in  September  ends 
the  trade  union  conference  season.  By  then  unions  have  held  their  delegate 
meetings  and  are  in  a  position  to  declare  their  views  on  the  major  national 
trade  union  issues  at  this  gathering  of  representatives  from  all  affiliated 
unions. 

This  year  more  than  1,000  men  and  women,  delegates  to  the  90th 
Trades  Union  Congress,  will  take  decisions  which  will  point  the  path  of 
British  trade  unionism  for  the  future  and  give  judgment  on  the  work  that 
has  been  done  in  their  name  during  the  past  year. 

To  help  all  who  take  a  lively  interest  in  national  trade  union  affairs  the 
TUC  with  over  8  million  affiliate  members  publishes  in  the  summer  a  full 
interim  picture  of  its  activities. 

This  report  ranges  from  economic  policy  to  education  and  from  produc¬ 
tion  to  problems  of  aiding  trade  unionism  where  it  has  yet  to  make  its 
mark  as  a  significant  force.  It  comments  on  public  policy  as  well  as  on  the 
course  of  trade  union  developments. 


Negotiations  are  to  resume  in  October  between  the  six  country 
common  market  and  the  other  countries  of  Western  Europe 
with  a  view  to  forming  a  Western  European  Free  Trade  Area. 
This  article  reviews  the  history  of  the  Free  Trade  idea.  Accom¬ 
panying  it  are  some  definitions  of  the  terms  used. 


Free  Trade  Area 

Since  Marshall  Aid,  Western  Europe  has  been  successful  in  moving  on 
from  reconstruction  to  positive  economic  advance.  Through  cooperative 
effort  in  the  OEEC  trade  discrimination  has  been  largely  eliminated;  inter¬ 
country  trade  has  gone  up  by  nearly  200  per  cent,  exports  to  the  rest  of  the 
world  by  over  1 00  per  cent. 

Progress  of  this  sort  has  under-pinned  the  economic  health  of  Europe 
and  set  the  stage  for  further  advances.  The  goal  of  economic  and  political 
unification  has  long  inspired  European  statesmen;  for  some  time  before 
the  signing  of  the  Economic  Community  Treaty  (see  definitions)  the 
statesmen  of  the  six  countries  already  associated  in  the  European  Coal  and 
Steel  Community,  were  working  towards  closer  forms  of  association.  In  a 
less  dramatic,  but  vitally  important  field,  other  countries,  notably  the 
Scandinavians,  were  working  towards  schemes  for  tariff  reductions — a 
field  which  OEEC  had  not  touched,  on  the  ground  that  tariffs  could  not  be 
dealt  with  by  Europe  alone.  Tariffs  were  the  province  of  G.A.T.T.  (See 
definitions).  The  European  Economic  Community  began  to  take  shape 
after  a  meeting  of  the  Foreign  Ministers  of  the  six  countries  in  June,  1955. 
Britain  was  invited  to  participate  in  the  work  of  a  Committee  to  consider 
the  feasibility  of  a  Customs  Union.  While  Britain  was  bound  to  be  affected 
by  the  formation  of  a  Customs  Union  she  could  not  agree  to  become  part 
of  it;  she  therefore  withdrew  from  these  preliminary  negotiations.  The 
other  OEEC  countries  have  their  own  reasons  for  not  joining  in  a  Customs 
Union. 


TRADE  DISCRIMINATION  IN  EUROPE 

But  the  fact  of  the  six  countries  progressively  abolishing  customs  tariffs 
between  themselves  would  immediately  and  automatically  introduce  dis¬ 
crimination  against  the  other  OEEC  countries — their  partners,  hitherto, 
in  operating  an  effective  system  of  trade  based  on  non-discrimination.  No 

— continued,  on  page  131 
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THE  FREE  TRADE  LANGUAGE: 
SOME  DEFINITIONS 


OEEC.  The  Organization  for  European  Economic  Cooperation  founded 
in  1948  in  association  with  the  Marshall  Aid  program. 

Purpose  to  promote  the  expansion  of  trade,  production  and  living  stand¬ 
ards,  through  cooperation. 

Achievements — agreement  on  the  removal  of  many  barriers  to  trade 
and  the  movement  of  persons  as  well  as  goods  between  countries;  sector  by 
sector  expert  studies  on  European  industries.  Fathering  of  the  European 
Payments  Union,  the  Code  of  Trade  Liberalization,  the  European  Produc¬ 
tivity  Agency,  the  European  Atomic  Energy  Agreement. 

— Members:  17  countries: 


Austria 

Belgium 

Denmark 

France 

Germany 


Greece 
Iceland 
Irish  Republic 
Italy 

Luxemburg 


Netherlands 

Norway 

Portugal 

Sweden 

Switzerland 


Turkey 

United  Kingdom 


CUSTOMS  UNION.  A  group  of  countries  who  agree  to  consider  them¬ 
selves  a  unit  for  tariff  purposes.  Tariffs  are  removed  between  them.  A 
common  external  tariff  is  then  set  up  round  the  group. 

EUROPEAN  ECONOMIC  COMMUNITY.  The  group  of  six  countries 
who  have  decided  to  set  up  a  customs  union  within  Western  Europe.  But 
the  objectives  of  the  EEC  go  further.  Their  declared  goal  is  the  political 
as  well  as  the  economic  integration  of  their  countries. 

The  “Six”— 


Belgium  Italy 

France  Netherlands 

Germany  Luxemburg 

COMMON  MARKET.  A  rather  loose  term  signifying  the  goal  of  a 
customs  union  or  free  trade  area.  In  practice  it  has  been  made  synonymous 
with  the  customs  union  of  the  European  Economic  Community.  It  means 
a  potential  sales  area  unimpeded  by  tariffs  or  other  restraints  to  trade.  It 
is  usually  measured  by  the  population  embraced  by  the  marketing  area: 
thus,  the  Six  Country  Customs  Union  (the  EEC)  would  embrace  their 
combined  populations  163  million.  The  Free  Trade  Area  (17  countries) 
a  combined  population  of  250  or  280  million  according  as  to  whether  or 
not  all  the  economically  weaker  countries  are  able  to  start  as  full  members. 
THE  TREATY  OF  ROME.  The  Treaty  between  the  six  countries  join¬ 
ing  the  European  Economic  Community  signed  at  Rome,  March  25, 1957, 
and  ratified  by  all  the  signatories  in  the  course  of  1957.  The  first  tariff 
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reductions  between  the  members  are  due  January  1,  1959 — the  tariff 
reducing  process  to  be  spread  over  12  or  possibly  15  years,  by  the  end  of 
which  time  a  common  external  tariff  would  also  have  been  devised.  The 
Treaty  does  not  affect  the  membership  of  these  countries  in  OEEC,  but 
provision  might  be  made  eventually  for  their  collective  representation. 
THE  COMMON  EXTERNAL  TARIFF.  The  distinguishing  feature  of 
a  Customs  Union.  For  most  items  it  will  be  the  average  of  existing  tariffs. 
But,  in  the  case  of  EEC,  all  items  have  not  yet  been  worked  out. 

A  common  external  tariff  is  not  considered  discriminatory  under  GATT 
rules  (see  below)  if  it  is  genuinely  associated  with  the  removal  of  all  tariffs 
between  the  associating  members  and  no  new  preferences  are  created. 
FREE  TRADE  AREA.  An  association  of  countries  removing  tariffs  be¬ 
tween  them  but  not  establishing  a  common  external  tariff.  Each  country 
would  retain  its  own  tariff  negotiating  powers  under  GATT.  The  EEC 
Customs  Union  would  join  the  proposed  European  Free  Trade  Area  as  a 
single  tariff  unit. 

The  term  first  appears  in  GATT  (see  below).  It  was  also  introduced 
into  the  preliminary  papers  of  the  six  country  European  Economic  Com¬ 
munity.  In  the  Spaak  Report  of  May  1956  which  was  the  basis  for  negoti¬ 
ating  the  Treaty  of  Rome  (see  above),  the  need  for  a  larger  association 
embracing  both  the  six  and  the  rest  of  Western  Europe  was  foreseen  in 
these  terras: 

“[The  Customs  Union]  . .  .does  not  exclude  the  possibility  of  super¬ 
imposing  upon  it  a  free  trade  area  in  respect  of  a  country  which . . . 
can  maintain  a  separate  tariff  in  respect  of  three  countries  without 
risk  of  trade  being  diverted  elsewhere.”  The  Report  further  said  that 
“if  other  countries  show  no  willingness  to  join  [the  Common  Mar¬ 
ket]  ,  negotiations  should  be  begun  as  soon  as  possible  to  arrive  at 
some  form  of  close  association  with  them.” 

It  was  following  this  initiative  that  in  July  of  1956  the  OEEC  made  a 
collective  decision  to  study  possible  forms  of  such  association,  naming  a 
free  trade  area  as  one  such  possible  form.  All  the  OEEC  members  includ¬ 
ing  the  Six  EEC  countries  agreed  to  negotiations,  following  preliminary 
expert  studies  which  found  such  an  association  to  be  technically  feasible. 
The  latest  round  of  negotiations  have  now  gone  on  since  November,  1957. 
GATT.  The  General  Agreement  on  Tariffs  and  Trade  of  1 947,  subscribed 
to  by  almost  all  the  world’s  trading  nations.  Its  object  is  to  provide  a  forum 
for  the  mutual  reduction  of  tariffs.  In  it  are  enshrined  the  agreed  rules  to 
prevent  trade  discrimination.  Article  24  of  GATT  (customs  unions  and 
free  trade  areas)  recognizes  the  desirability  of  such  groupings  provided 
they  facilitate  trade  and  do  not  raise  new  barriers  to  trade. 


Free  Trade  Area 


131 


one  could  complain  of  discrimination  if,  from  the  start  the  six  abolished  all 
tariffs  between  themselves;  but  it  may  take  12  years  for  the  tariffs  of  the 
six  to  disappear. 

The  Customs  Union,  standing  by  itself  in  Europe,  could  therefore  break 
up  the  existing  non-discriminatory  basis  of  West-European  trade.  Nor 
would  matters  rest  there:  the  natural  reaction  of  the  excluded  countries 
would  be  counter-discrimination,  to  the  great  harm  of  the  six  and  the  fur¬ 
ther  disruption  of  the  existing  harmony  of  Europe. 

THE  FREE  TRADE  AREA  SOLUTION 

Obviously,  no  OEEC  member  wants  this;  hence  the  idea  of  associating 
the  rest  of  the  OEEC  members  with  the  six  in  a  Free  Trade  Area.  This 
would  involve  the  mutual  removal  of  tariffs  between  the  Customs  Union 
on  the  one  hand  and  the  other  eleven  members  of  OEEC  on  the  other.  The 
eleven  would  not  thereby  become  part  of  the  Customs  Union,  because  they 
would  not  share  the  common  external  tariff  (see  definitions).  The  idea 
was  born  in  the  minds  of  the  drafters  of  the  Six-Power  Treaty.  It  was 
adopted  for  preliminary  examination  by  OEEC  in  July  1956  (see  Free 
Trade  Area  definition). 

FIRST  STEPS  TOWARD  A  FREE  TRADE  AREA 

A  working  party  of  OEEC  experts  which  met  between  July  and  Decem¬ 
ber  1956,  charged  by  the  OEEC  Council  with  studying  the  feasibility  of 
the  scheme,  reported  favorably  in  January  1957. 

In  the  meantime,  Britain  had  been  consulting  her  Commonwealth  part¬ 
ners  on  the  best  course  to  take,  and  in  December  1956  published  a  White 
Paper  endorsing  the  Free  Trade  Area  approach,  but  proposing  the  exclu¬ 
sion  of  agricultural  products.  This  was  the  first  formal  commitment  by 
Britain  to  the  championship  of  the  Free  Trade  Area,  which  had  come  to 
be  regarded  (wrongly),  as  a  peculiarly  British  invention.  But  it  was  the 
first  outline  to  appear  in  print  of  what  the  whole  scheme  might  add  up  to. 

THE  BRITISH  WHITE  PAPER 

In  essence  the  British  plan  was  a  call  to  remove  all  restrictions  to  trade 
except  in  foodstuffs,  coupled  with  firm  rules  for  fair  competition.  Agricul¬ 
ture  was  to  be  dealt  with  separately.  The  removal  of  tariffs,  quotas  and 
other  barriers  to  trade  was  to  be  kept  in  step  with  the  parallel  arrangements 
in  the  Economic  Community  of  the  six,  so  that  at  no  stage  would  discrimi¬ 
nation  between  the  two  groups  emerge  (subsequent  negotiations  have 
shown  a  general  readiness  of  the  non-six  to  adopt  the  Treaty  of  Rome’s 
schedules  of  tariff  etc.,  removal).  There  should  be  stringent  “escape 
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Europe’s  Trade  Patterns 

The  EEC  countries  (the  “six”)  take  29  per  cent  of  their  imports 
from  each  other;  16  per  cent  from  the  other  prospective  Free  Trade 
Area  countries  and  55  per  cent  from  outside  Western  Europe. 

They  export  32  per  cent  to  each  other,  24  per  cent  to  the  other 
Free  Trade  Area  countries  and  44  per  cent  outside  Western  Europe. 
The  other  Free  Trade  Area  candidates  are  similarly  interdependent 
— with  each  other,  with  the  “six”  and  with  the  non  European  world. 

Britain  exports  14  per  cent  of  her  total  exports  to  the  “six”;  im¬ 
ports  14  per  cent;  for  Switzerland  the  figures  are  38  per  cent  and 
57.4  per  cent;  for  Austria  49  per  cent  and  52  per  cent;  for  Sweden 
39  per  cent  and  33  per  cent;  for  Denmark  30  per  cent  and  36  per 
cent;  and  for  Norway  31  per  cent  and  28  per  cent. 

Over  70  per  cent  of  Britain’s  trade  is  outside  of  Europe.  For  the 
other  Free  Trade  Area  countries,  not  in  the  six,  trade  outside  Europe 
accounts  for  from  anything  between  a  quarter  and  a  half  of  the  total. 


clauses”  to  ensure  the  plan  was  not  frustrated  by  resort  to  such  devices.  As 
the  several  Free  Trade  Area  countries  would  keep  their  own  external  tariffs 
while  the  Customs  Union  would  have  a  single  external  tariff,  rules  to  deter¬ 
mine  the  origin  of  goods  claiming  free  trade  treatment  would  be  necessary. 
Finally,  since  it  was  inevitable  that  free  trade  would  lead  to  greater  inter¬ 
dependence,  OEEC  would  be  the  forum  for  closer  cooperation  in  such 
matters  as  payments,  the  movements  of  capital  and  labor  and  the  general 
coordination  of  financial  and  economic  policies. 

The  negotiations  which  have  since  gone  on  and  which  are  described 
below  have  led  to  a  general  agreement  that  there  will  be  room  for  a  more 
sharply  defined  program  of  economic  cooperation  built  in  to  the  Free 
Trade  Area  agreement.  Otherwise  the  negotiations  have  followed  very 
much  the  line  of  reconciling  the  British  definition  of  a  Free  Trade  Area 
with  the  requirements  of  the  Treaty  of  Rome. 

THE  COURSE  OF  NEGOTIATIONS 

In  February  1957,  the  OEEC  Council  started  a  detailed  study  with  a 
view  to  drafting  a  Free  Trade  Area  Treaty.  This  was  a  period  of  intense 
activity.  The  six  were  at  that  moment  finalising  the  Common  Market 
Treaty.  They  signed  in  Rome  on  March  25,  1957.  The  sponsors  of  the 
Rome  Treaty  were  convinced  that  the  treaty  was  sufficiently  flexible  to  be 
married  into  the  eventual  Free  Trade  Area  Treaty,  and  on  their  assurances 
that  this  was  so,  F.T.A.  negotiations  were  suspended,  to  allow  the  Rome 
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negotiators  time  in  which  to  secure  ratification  of  their  treaty  in  their  vari¬ 
ous  parliaments. 

Negotiations  were  resumed  in  November  1957.  For  the  greater  part  of 
1958  they  have  been  stalled  by  the  special  difficulties  resulting  from  the 
French  crisis.  Agreement  is  however  in  sight  on  most  of  the  many  sub¬ 
sidiary  issues:  agriculture,  the  equalisation  of  social  costs  in  the  different 
countries,  rules  for  restrictive  practices,  rules  for  quotas  and  many  others. 

The  most  difficult  questions  are  rules  for  overcoming  the  effects  of 
tariff  differences  between  the  six  and  the  non-six.  Most  recently,  the 
question  of  Britain  having  an  unfair  advantage  through  the  operation  of 
Commonwealth  preference  has  been  widely  aired,  though  not  officially. 

During  the  past  few  months  of  negotiations  more  and  more  continental 
spokesmen  have  emphasized  the  need  for  a  Free  Trade  Area.  The  leaders 
of  the  six  have,  from  the  start,  acknowledged  the  need  for  it. 

On  July  25,  1958,  the  French  declared  their  readiness  to  resume  nego¬ 
tiations,  but  not  before  October  ( 1958).  On  the  same  occasion,  the  other 
countries  also  reaffirmed  their  desire  to  press  on. 

The  differences  between  the  six  and  the  non  six  have  been  narrowed 
down.  The  non  six  are  prepared  to  adopt  the  rules  already  worked  out  by 
the  six  country  treaty  in  almost  all  areas  where  they  are  applicable.  The 
remaining  differences  are  few  but  they  are  the  critical  ones.  Further  hard 
negotiating  is  expected. 


Going  to  Britain? 

Or  doing  a  research  job?  Then  you  will  find  BRITAIN:  AN 
OFFICIAL  HANDBOOK  an  indispensable  companion. 

The  1958  edition  of  530  pages  with  photographs,  maps  and  dia¬ 
grams  is  bigger  and  more  useful  than  ever.  It  does  not  deal  merely 
with  “places  of  interest”.  It  describes  the  atomic  energy  program, 
the  television  networks,  and  new  aspects  of  industrial  research  as 
well  as  the  machinery  of  government,  defense,  education,  social 
services,  the  churches,  the  universities — indeed  all  the  fundamentals 
of  British  life  and  work. 

Copies  may  be  obtained  from  B.I.S.  Sales  Section. 

Price:  $3.78  plus  14  cents  mailing. 


Britain’s  National  Coal  Board  is  one  of  the  world’s  largest  em¬ 
ployers.  A  glimpse  of  the  Board’s  personnel  activities  is  given 
below. 

Personnel  Officer  for  800,000 

The  National  Coal  Board — one  of  Britain’s  biggest  employers — pro¬ 
vides  jobs  for  nearly  800,000  miners,  administrators,  technicians  and  sci¬ 
entists.  Looking  after  their  health,  welfare  and  safety  as  well  as  their 
training  is  a  huge  complicated  task. 

Last  year  15,000  young  men  and  1 8,000  adult  recruits  finished  prelimi¬ 
nary  courses  of  training  during  which  more  than  half  of  them  had  experi¬ 
ence  on  the  coal  face,  many  of  them  on  faces  specially  set  aside  for  training. 

THE  LADDER  PLAN 

In  its  search  for  leaders  at  all  levels  the  Board  has  been  operating  since 
1949  what  it  calls  its  Ladder  Plan.  This  offers  chances  for  young  workers, 
including  apprentices,  to  train  for  qualifications  as  craftsmen,  technicians, 
or  management  officials.  Last  year  no  fewer  than  21 ,000  were  training  on 
these  lines. 

Refresher  courses  in  specialized  fields  such  as  tunnelling  and  mechaniza¬ 
tion  are  also  provided  as  well  as  part-time  release  for  clerical  and  adminis¬ 
trative  staff  working  for  professional  qualifications.  In  addition,  colliery 
managers  and  representatives  of  the  National  Union  of  Mineworkers  have 
attended  short  courses  on  the  application  of  method  study  techniques  to 
coal  mining.  The  Board’s  Staff  College,  set  up  to  provide  courses  for  man¬ 
agement,  had  its  first  full  year  of  activity  in  1957. 

Side-by-side  with  these  training  facilities,  on  which  the  Board  has  con¬ 
sulted  the  trade  unions  and  local  education  authorities  where  appropriate, 
there  are  scholarships  for  full-time  courses  of  technical  education  at  uni¬ 
versities  and  colleges.  Here,  as  with  the  other  training  opportunities,  the 
scheme  is  open  to  promising  young  employees  already  in  the  industry.  It 
also  aims  to  attract  students  leaving  school  who  are  thinking  of  making  a 
career  in  mining;  last  year  42  school-leavers  took  advantage  of  Coal  Board 
scholarships  to  go  on  to  the  university. 

HIGH  PRIORITY  ON  SAFETY 

Co-operation  between  the  Board  and  the  unions  again  appears  in  the 
drive  to  make  safer  a  relatively  dangerous  industry.  Joint  consultative  com- 
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mittees  throughout  the  industry  put  a  high  priority  on  safety  subjects  at 
their  regular  meetings. 

At  a  number  of  collieries  a  panel  is  appointed  of  representatives  of  the 
officials  and  workpeople  directly  involved  in  every  accident.  The  panel’s 
job  is  to  examine  and  report  on  the  nature  and  cause  of  the  accident  and 
to  suggest  how  to  prevent  it  from  happening  again. 

To  tend  the  injured  and  to  provide  regular  treatment,  the  Board  aims  at 
a  medical  center  with  a  trained  nurse  in  charge  at  every  mine  with  more 
than  800  men.  The  Board  has  344  centers  in  action,  with  another  65 
needed  to  complete  its  program.  At  smaller  pits,  medical  units  are  staffed 
by  trained  attendants. 

ALL  NEWCOMERS  ARE  X-RAYED 

In  all,  the  Board  employs  80  doctors,  360  nursing  sisters,  and  930  full¬ 
time  and  1,500  part-time  medical  room  attendants.  All  newcomers  to  the 
industry  are  medically  examined  and  given  a  chest  X-ray. 

Periodic  X-rays  are  provided  in  the  fight  to  beat  tuberculosis  and  chest 
diseases  which  result  from  working  in  dust.  Through  these  examinations 
the  Board  hopes  to  provide  a  medical  check  on  the  effectiveness  of  dust 
suppression. 

As  a  special  research  project,  35,000  miners  at  25  collieries  get  a  regu¬ 
lar  X-ray  as  part  of  a  ten-years’  plan  to  find  out  what  conditions  must  be 
maintained  if  mineworkers  are  not  to  be  disabled  by  the  dust  they  breathe 
at  work. 

Then  there  are  housings,  pithead  baths  and  canteens — all  essential  to 
the  improvement  of  living  and  working  conditions  in  Britain’s  coalfields. 

Through  the  Coal  Industry  Housing  Association  set  up  by  the  Board  six 
years  ago,  20,000  urgently-needed  houses  have  been  built  over  and  above 
what  Local  Authorities  have  been  able  to  provide.  Now  the  Housing  Asso¬ 
ciation  is  tackling  a  new  program  to  meet  the  requirements  of  miners  in 
the  highly-productive  East  Midlands.  As  more  houses  are  built  so  the  num¬ 
ber  of  hostels  is  reduced.  Pithead  baths  are  now  available  for  95  out  of 
every  100  miners  at  work  in  Britain  today,  and  canteens  are  open  wherever 
it  is  practical  to  have  them. 


Britain’s  Coal  Output 

(Mn.  Long  Tons ) 


1938  1947  1957 

Deep-mined .  227.0  187.2  210.0 

Strip-mined  .  —  10.2  13.6 

Total  .  227.0  197.4  223.6 


Industrial  progress  is  based  on  research.  The  genius  of  the  indi¬ 
vidual  inventor  or  researcher  is  still  the  key  to  most  significant 
advances.  But  in  Britain  as  elsewhere  large  corporations,  often 
working  for  the  Government,  now  seem  to  dominate  the  field. 


Britain’s  Research  Efforts 

Research  in  Britain  is  big  business:  it  absorbs  £.300  million — nearly  a 
billion  dollars — every  year,  or  over  IV2  per  cent  of  the  gross  national 
product.  It  is  carried  out  by  thousands  of  industrial  corporations — large 
and  small,  cooperative  associations,  universities,  and  individual  experts. 
The  Government  is  the  most  important  single  contributor,  for  the  Ministry 
of  Supply,  dealing  with  defense,  pays  out  large  sums  to  industry  and  uni¬ 
versities  for  research  and  development  not  done  in  Government  laborato¬ 
ries.  The  Government’s  Department  of  Industrial  and  Scientific  Research 
not  only  carries  out  its  own  research  but  also  channels  government  funds 
to  students  and  universities  and  research  associations  for  private  research. 

The  United  States  has  also  helped  in  recent  years,  for  Britain  has  used 
part  of  the  counterpart  funds  derived  from  earlier  U.S.  economic  aid  to 
promote  industrial  productivity.  In  all,  Britain  has  a  sizeable  interest  in 
this  highest  yielding  form  of  investment  in  economic  history. 

EMPLOYMENT  IN  RESEARCH 

Some  130,000  people  are  engaged  in  research  and  development  in  Brit¬ 
ish  industry  (equivalent  to  106,000  full  time  workers  or  1  per  cent  of 
industrial  employees).  Of  these,  30,000  hold  a  degree  or  equivalent  quali¬ 
fications  in  science  or  engineering.  About  100,000  of  them  spend  all  their 
time  on  research  and  development — the  rest  combine  this  with  other  kinds 
of  work. 

Aircraft  firms  lead  in  the  proportion  of  their  manpower  employed  on 
research  or  development  (12  per  cent),  followed  by  mineral  oil  refining 
(6  per  cent),  electrical  engineering  (4  per  cent),  and  the  chemical  and 
allied  trades  (3  per  cent).  Manufacturing  industry  employs  33  per  cent  of 
the  qualified  scientists  in  Britain  and  54  per  cent  of  the  qualified  engineers. 

EXPENDITURE  ON  RESEARCH 

The  estimated  £300  million  spent  on  research  in  1955 — a  figure  which 
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probably  still  applies  today — was  used  as  follows: 

<£m. 


Private  industry 

185 

Aircraft 

90 

Electrical 

engineering 

32 

Chemicals 

20 

Government  laboratories 

88 

Nationalized  industries 

4 

Research  bodies,  uni¬ 
versities,  colleges,  etc. 

23 

These  figures  are  not  exact:  they  are  estimates,  both  individually  and 
in  total,  which  may  vary  25  per  cent  or  so  from  the  true  figures. 

Of  the  private  industry’s  expenditure  of  £  1 85  million,  some  <£120  mil¬ 
lion  came  from  the  Government,  mainly  for  defense;  and  three  industries 
— aircraft,  electrical  engineering,  and  chemicals  and  allied  trades — spent 
about  three-quarters  of  industry’s  total.  Nearly  two  thirds  of  Britain’s  total 
research  expenditure  is  devoted  to  defense.  Of  the  £88  million  actually 
spent  by  the  Government,  three  quarters  ( £  65  m. )  was  absorbed  by 
defense. 


FRUITS  OF  RESEARCH 

Something  like  50  per  cent  of  today’s  industrial  products  were  unknown 
fifty  years  ago.  There  were  then  virtually  no  mass  produced  automobiles, 
or  synthetic  fibres;  no  aircraft;  no  radio  or  television  or  radar;  no  huge 
petroleum,  chemicals  or  plastics  industry;  no  anti-biotics;  no  motion  pic¬ 
tures. 

Yet  for  the  most  part,  and  despite  the  enormous  significance  of  the  more 
publicized  achievements,  much  industrial  research  is  now  a  day-to-day  af¬ 
fair  which  the  man  in  the  street  takes  almost  too  much  for  granted.  This  is 
seen  clearly  in  the  work  of  the  Department  of  Scientific  and  Industrial  Re¬ 
search  (DSIR)  which  was  established  in  1916  to  promote  and  organize 
scientific  research  with  special  reference  to  trade  and  industry. 

THE  DSIR 

Today  the  DSIR  is  a  full  department  of  state  run  by  scientists.  Its  senior 
officers  are  all  scientists  or  mathematicians,  and  its  chief  officer,  with  the 
exception  of  the  first,  has  always  been  an  eminent  scientist  such  as  Sir 
Henry  Tizard  and  Sir  Edward  Appleton.  A  large  proportion  of  the  total 
staff — about  4,400  out  of  4,800 — is  employed  in  research  laboratories. 
Because  of  the  particular  nature  of  its  work,  the  DSIR  is  one  of  the  few 
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British  Government  Departments  which  operates  on  a  quinquennium  in 
regard  to  financial  and  staff  allocations, — a  year  being  considered  an  insuf¬ 
ficient  period  of  time  for  the  successful  planning  and  completion  of  scien¬ 
tific  work  and  for  the  manufacture  of  expensive  research  tools. 

With  the  exception  of  medicine,  agriculture  and  atomic  energy,  the 
DSIR  includes  in  its  scope  all  branches  of  natural  sciences  and  their  appli¬ 
cation  to  industrial  processes.  Its  activities  fall  in  three  main  groups:  ( 1 ) 
scientific  research  in  the  national  interest  and  to  meet  the  needs  of  Govern¬ 
ment  Departments,  (2)  the  encouragement  of  fundamental  research  at  the 
Universities  and  elsewhere  and  to  help  maintain  a  supply  of  trained  re¬ 
search  workers  for  laboratories  of  all  kinds,  and  ( 3 )  the  encouragement 
of  research  and  the  application  of  scientific  knowledge  to  industry. 

The  first  of  these  activities  is  carried  out  in  the  DSIR’s  14  research  lab¬ 
oratories,  all  of  which  undertake  both  fundamental  research  of  a  long  term 
nature  and  short  term  investigations  aimed  at  solving  problems  of  immedi¬ 
ate  importance.  They  all  operate  technical  information  services  available 
to  industry,  as  does  the  headquarters  office,  and  under  certain  circum¬ 
stances  development  work  is  undertaken  for  industry  on  a  “share-cost” 
basis. 

Many  DSIR  research  programs  in  these  laboratories  deal  with  subjects 
of  importance  to  the  community  at  large,  such  as  the  Chemical  Research 
Laboratory’s  work  on  corrosion,  the  chemistry  of  high  polymers  and 
microbiology,  the  Fuel  Research  Station’s  studies  of  air  pollution,  the 
improvement  of  domestic  heating,  and  the  synthesis  of  oil  and  chemicals 
from  carbon  monoxide  and  hydrogen.  The  Building  Research  Station’s 
findings  helped  to  substantially  reduce  school  building  costs  and  found 
uses  for  industrial  waste  such  as  power  station  fly  in  the  making  of  bricks. 

AID  TO  GRADUATE  STUDENTS 

With  much  of  Britain’s  national  prosperity  depending  on  increased 
industrial  efficiency,  trained  scientific  manpower  is  at  a  premium.  In  the 
last  years  DSIR  has  greatly  expanded  its  system  of  aid  to  graduate  students 
in  scientific  research  and  grants  for  special  research  in  Universities  and 
for  some  of  the  expensive  equipment  which  is  essential  for  training  and 
research  in  new  and  advances  branches  of  science.  New  grants  for  special 
researches  increased  from  47  in  1955-56  to  1 15  in  1956-57,  and  expendi¬ 
ture  from  £400,000  to  £836,000.  The  number  of  graduate  student 
and  fellowship  grants  increased  from  1,013  in  1955-56  to  1,471  in 
1956-57.  The  universities  and  certain  technical  colleges  are  the  most 
important  source  of  fundamental  research  in  Britain.  About  70  per  cent 
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Some  Fruits  of  British  Research 

Electronics  Printed  circuits,  invented  and  first  developed  in  Britain, 
now  largely  replace  wiring. 

Man-made  Fibers  Cellulose  acetate,  usually  known  as  Celanese,  and 
Triacetate  (Tricel)  are  products  of  British  research.  Terylene,  per¬ 
haps  the  best  known,  is  being  manufactured  in  six  overseas  coun¬ 
tries- — in  the  United  States  under  the  trade  name  Dacron. 

Steel  The  first  plastic-coated  steel  to  go  into  production,  Stelvetite, 
is  a  product  of  joint  research  by  the  steel  and  plastics  industries. 
Aircraft  Ah  300  turbine-powered  airliners  in  service  in  the  Western 
world  (in  Spring  1958)  were  British.  Notable  recent  British  con¬ 
tributions  to  military  aviation  include  the  angled  flight  deck,  the 
ejector  seat,  and  flight  refuelling. 


of  their  income  comes  from  public  funds  administered  by  the  University 
Grants  Committee. 


RESEARCH  ASSOCIATIONS 

A  notable  feature  of  British  industry  is  that  it  consists  largely  of  a  very 
great  number  of  small  and  medium  sized  firms.  But,  as  science  and  tech¬ 
nology  become  steadily  more  complex  research  must  be  organized  on  a 
large  scale  by  integrated  teams  of  specialists  supported  by  a  great  deal  of 
money.  Smaller  firms  have  met  this  problem  by  supporting  the  growth 
over  the  last  40  years  of  research  associations  and  councils,  which  now 
serve  60  per  cent  of  manufacturing  industry  in  Britain. 

There  are  now  46  such  associations  serving  such  diverse  industries  as 
baking,  printing,  hosiery,  laundry  and  marine  turbines.  These  research 
associations  are  voluntary,  set  up  by  a  group  of  firms  to  study  their  common 
scientific  and  technical  problems.  Their  work  is  managed  by  councils 
elected  by  the  members  and  composed  mainly  of  leading  personalities  in 
that  industry.  A  small  association  may  have  fewer  than  20  members,  a 
large  one  over  1 ,000.  They  are  financed  partly  by  Government  funds  and 
partly  by  the  industries  concerned,  the  Government  contributing  in  1957 
<£1V2  million,  bringing  their  total  income  to  <£  6  million.  The  industrial 
contribution  is  generally  paid  in  the  form  of  membership  fees  by  those 
firms  who  wish  to  use  the  research  services,  the  fees  usually  varying  accord¬ 
ing  to  the  size  of  the  firm. 

The  research  associations  have  complete  responsibility  for  their  own 
programs  and,  although  of  necessity  much  of  their  work  is  designed  to 
produce  results  which  can  be  used  by  industry  within  the  near  future, 
long  term  research  is  also  undertaken. 


The  tripartite  approach — Government,  trade  unions,  and  em¬ 
ployers — is  the  one  adopted  by  Britain  in  the  sphere  of  industrial 
relations.  Few  countries  lose  less  by  strikes  than  does  Britain* 


Partnership  -  Key  to  Industrial  Peace 

The  representatives  of  organized  industry  have  a  vital  part  to  play  in 
the  wider  field  of  general  economic  and  social  progress  and  this  clearly 
requires  leadership  in  industry  of  a  high  order.  It  also  demands  partner¬ 
ship.  In  Britain,  top  level  consultation  between  the  Government  and  indus¬ 
try  has  become  a  firmly  established  feature  of  our  national  life.  Three 
examples  may  be  cited. 

My  own  chief  consultative  body  is  the  National  Joint  Advisory  Council. 
This  Council  advises  me  on  matters  of  common  interest  to  employers  and 
employees  and  is  composed  of  representatives  of  the  British  Employers’ 
Confederation  and  the  Trades  Union  Congress  and  of  the  Management 
Boards  of  the  Nationalized  Industries.  Its  terms  of  reference  are  very  wide 
and,  in  fact,  the  Council  has  been,  both  for  myself  and  my  predecessors, 
an  invaluable  source  of  knowledge,  experience  and  wisdom  upon  a  great 
variety  of  problems.  Take  the  problem  of  automation.  In  my  speech  to 
the  Conference  last  year  I  referred  to  the  question  of  automation  which, 
as  you  know,  was  one  of  the  principal  themes  of  the  Director-General’s 
Report.  I  mentioned  that  a  survey  of  available  knowledge  and  experience 
had  been  undertaken  by  the  Department  of  Scientific  and  Industrial  Re¬ 
search,  and  that  the  Department’s  report  had  been  discussed  by  the 
National  Joint  Advisory  Council.  I  went  on  to  say  that  the  examination 
of  the  problems  had  put  the  facts  and  the  natural  apprehensions  which 
had  been  aroused  into  their  proper  perspective.  Since  then  there  has  been 
much  further  thought  about  and  study  of  the  problems  arising  from  auto¬ 
mation  and  this  has  gone  forward  in  a  calm  and  co-operative  atmosphere. 
I  am  quite  sure  that  the  informed  tripartite  discussions  on  the  Council 
have  made  a  major  contribution  to  this  progress. 

INDUSTRY  AND  ECONOMICS 

Another  important  advisory  body  is  the  National  Production  Advisory 

♦Extracts  from  a  speech  by  the  Minister  of  Labour  and  National  Service,  Mr.  Macleod, 
before  the  International  Labour  Organization  Conference  in  Geneva,  on  June  19,  1958. 
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Council  on  Industry.  This  Council,  of  which  my  colleague  the  Chancellor 
of  the  Exchequer  is  Chairman,  has  a  very  wide  membership  including 
again  the  British  Employers’  Confederation  and  the  Trades  Union  Con¬ 
gress,  and  advises  the  Government  on  industrial  conditions  and  general 
production  questions. 

Then  there  is  the  Economic  Planning  Board.  This  body  was  set  up  by 
the  Government  of  the  day  in  1947  and  its  function  can  be  summarized  as 
the  giving  of  advice  to  the  Government  on  the  best  use  of  the  economic 
resources  of  the  United  Kingdom.  The  Board  sits  under  a  Chairman 
appointed  by  the  Government  and  it  also  includes  representatives  of  indus¬ 
try  and  of  the  trade  unions  as  well  as  a  number  of  very  senior  Government 
officials. 

There  is  hardly  a  Government  Department  which  does  not  have  an  ad¬ 
visory  or  consultative  body  on  which  there  are  representatives  of  organ¬ 
ized  employers  and  workers.  Nor  is  this  kind  of  co-operation  confined  to 
permanent  standing  bodies.  Frequently  Government  has  need  of  inde¬ 
pendent  examination  of  social  and  industrial  problems  and  entrusts  this 
examination  to  an  independent  body  of  experienced  persons  on  whose 
judgment  they  can  rely.  Almost  always  such  a  body  contains  members  who 
are  drawn  from  industry.  This  readiness  to  give  the  Government  the  bene¬ 
fit  of  their  experience  as  men  of  affairs  is  of  inestimable  value  to  Govern¬ 
ment.  I  believe  it  is  also  of  benefit  to  industry  itself  and  is  valued  by  trade 
unions  and  employers  alike. 

One  final  point  is  that  none  of  the  three  bodies  I  have  mentioned  (and 
there  are  many  others)  are  in  any  way  concerned  with  questions  of  wages 
which  in  our  country,  as  will  be  very  well  known  to  you,  are  matters  for 
voluntary  collective  bargaining  between  the  organizations  directly  con¬ 
cerned.  But  I  am  sure  that  the  atmosphere  created  by  these  Joint  consulta¬ 
tions  and  the  growth  of  a  better  understanding  on  the  part  of  the  parties  in 
industry  of  each  other’s  problems  and  needs  have  done  a  great  deal  to 
build  up  the  generally  good  relations  which  exist  in  the  field  of  wages  and 
conditions  of  employment  in  the  United  Kingdom. 


Britain  in  Brief 

A  new  edition  of  this  popular  pocket-size  booklet  is  now  avail¬ 
able.  It  contains  the  usual  brief  but  pertinent  accounts  of  the  major 
aspects  of  British  life — the  monarchy,  agriculture,  industry,  foreign 
affairs  and  political  parties —  but  includes  as  well  notes  on  inven¬ 
tions,  migration,  medicine  and  similar  subjects. 

Copies  are  available  free  of  charge  from  our  Free  Material  Sec¬ 
tion.  Bulk  supplies  for  school  classes  may  also  be  obtained. 


The  only  publications  which  British  Information  Services  sell 
are  those  published  by  Her  Majesty’s  Stationery  Office.  The 
books  mentioned  in  this  section  are  usually  kept  in  our  library 
and  may  be  read  in  our  reading  room  or  borrowed  on  Inter- 
Library  Loan. 

Book  Reviews 

The  Ministry  of  Pensions  and  National  Insurance  by  Sir  Geoffrey  S.  King 
(George  Allen  &  Unwin  Ltd.,  1958,  162  pp.,  18s.  Otherwise  in  the  United 
States  through  the  Oxford  University  Press  Inc.) 

The  establishment  in  1944  of  the  Ministry  of  National  Insurance  was  a 
landmark  in  the  history  of  British  social  services.  It  marked  the  introduction  of 
a  system  of  state  insurance  against  sickness,  injury,  unemployment  and  old  age. 
Nine  years  later,  in  1953,  the  Ministry  was  amalgamated  with  the  Ministry  of 
Pensions,  which  had  been  responsible  since  1916  for  compensating  those  injured 
during  the  first  world  war. 

This  book  gives  the  first  comprehensive  and  readable  account  of  the  work 
and  organization  of  the  Ministry  of  Pensions  and  National  Service,  in  effect, 
of  the  administration  of  “social  security”.  The  importance  of  the  Ministry  and 
the  scale  of  its  operations  are  illustrated  by  the  fact  that  every  year  it  collects 
£630  million  in  contributions  and  pays  out  £850  million  in  cash  allowances. 
Its  staff  keep  the  records  of  24  million  insured  contributors,  of  3  Vi  million 
families  drawing  family  allowances,  and  of  over  800,000  war  pensioners. 

The  author  who  served  from  1951-55  as  Permanent  Secretary,  first  of  the 
Ministry  of  National  Insurance  and  then  of  the  amalgamated  Ministry  writes 
with  both  authority  and  insight.  He  gives  a  historical  summary  of  past  schemes, 
describes  the  Ministry’s  present  responsibilities — war  pensions,  national  insur¬ 
ance  (including  sickness  and  unemployment  benefits  and  retirement  pensions), 
industrial  injuries  compensation  and  family  allowances — and  the  ways  they 
are  discharged.  Then  comes  an  account  of  the  methods  employed  to  finance  the 
various  schemes,  the  machinery  for  deciding  disputed  claims,  a  description  of 
the  900  local  offices  which  form  the  basis  of  its  organization,  and  of  the  Central 
Office  which  is  the  largest  clerical  office  in  Europe.  In  a  final  chapter  the  author 
sums  up  the  progress  of  social  security  during  the  past  fifty  years  and  indicates 
some  possible  lines  of  future  advance.  Seven  appendices  contain  useful  charts 
and  lists  showing  rates  of  benefit,  organizational  layouts  and  reciprocal  agree¬ 
ments  with  other  countries. 


£  £  £ 

Taxation  in  Australia  by  the  Harvard  Law  School  (Little,  Brown  and 
Company,  Boston,  1958,  326  pp.,  $10.00) 
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This  book  is  designed,  as  are  the  other  volumes  in  the  World  Tax  Series,  to 
provide  an  overall  picture  of  the  entire  tax  system  as  well  as  a  detailed  analysis 
or  the  separate  taxes  in  the  country  under  study. 

This  approach  is  more  than  useful,  especially  for  those  not  acquainted  with 
Australia  s  tax  methods,  for  the  full  significance  of  individual  taxes  is  not 
always  appreciated  until  the  tax  system  is  seen  as  a  whole.  This  volume,  there¬ 
fore,  will  probably  become  a  standard  work  of  reference. 

The  Harvard  World  Tax  Series  also  includes  a  volume  on  British  taxation. 
A  supplementary  insert  is  already  available  on  the  provisions  of  Britain’s  1958 
Finance  Act.  These  supplements,  speedily  issued  for  the  various  volumes  as 
they  become  necessary,  complete  an  admirable  tax  reference  service. 

£  £  £ 

American  Investment  in  British  Manufacturing  Industry  by  John  H.  Dun¬ 
ning  (George  Allen  and  Unwin,  London,  1958,  365  pages,  35s.  Obtain¬ 
able  in  the  United  States  through  the  Oxford  University  Press  Inc.) 

The  counterpart  funds  from  former  US  economic  aid  to  Britain  have  been 
used,  appropriately  enough,  for  this  detailed  study,  probably  the  first  of  its 
kind,  of  US  investment  in  British  industry. 

This  book  is  important.  It  has  appendices  and  an  index  which  makes  it  easy 
of  reference.  But  a  difficult  style  of  writing  makes  it  heavy  going. 

The  subject  is  not  an  easy  one  to  unravel.  The  first  direct  American  interest 
in  British  industry  was  probably  in  1 856.  Thus  today’s  investment  is  the  outcome 
of  a  century  noted  for  its  vast  technological  change.  Nor  is  there  any  stable 
pattern  of  US  investment  interests  which  are  mostly  centered  in  and  around 
London  and  the  South  East,  although  Scotland  has  become  of  increasing  im¬ 
portance  in  post  war  years. 

There  are  small  American  firms  in  Britain  and  large  ones — but  the  average 
number  employed  is  much  higher  than  in  British  firms.  Pharmaceutical  prod¬ 
ucts  and  toilet  requisites,  motor  vehicles  and  parts,  and  office  machinery  are  the 
three  major  American  interests.  All  in  all,  investment  by  US  business  interests 
in  British  manufacturing  industry  now  exceeds  $1,200  million  and  is  increasing 
at  ten  per  cent  per  annum.  More  than  three  hundred  branch  subsidiaries 
and  jointly  financed  Anglo-American  firms  give  employment  to  close  on  350,- 
000  people.  In  1956  their  gross  sales  turnover  was  over  £850  million.  They 
accounted  for  one  tenth  of  all  British  manufacturing  exports. 

These  American  interests — like  so  many  other  foreign  importations  since 
the  days  of  the  Huguenots — whether  of  men,  machinery,  capital,  or  ideas,  have 
obviously  had  a  stimulating  impact  on  Britain’s  economy.  New  approaches  to 
work,  new  concepts  of  management,  and  new  forms  of  industrial  relations;  all 
these  and  many  others  are  considered  by  Mr.  Dunning.  In  short,  for  those  who 
wish  to  study  in  some  detail  the  impact  of  American  business  methods  on 
Britain,  this  is  the  book.  Tables  summarize  many  of  the  author’s  researches. 
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British  Ports  and  Shipping  by  Henry  Rees  (Harrap,  London,  1958,  304 
pages,  18s.) 

A  mass  of  information  based  on  history,  geography  and  personal  observa¬ 
tions  is  all  mixed  into  this  little  book  on  British  ports  and  shipping.  The  first 
chapter  on  London,  for  instance,  is  introduced  by  a  short  account  of  its  be¬ 
ginnings  in  Roman  times.  That  on  Manchester — a  port  although  36  miles 
from  the  sea — is  similar:  an  account  of  how  the  city  grew,  especially  since 
the  Industrial  Revolution,  what  its  industries  are,  and  what  its  imports  and 
exports  are. 

Dr.  Rees  has  sketched  the  evolution  of  each  of  Britain’s  major  ports  through 
the  centuries  to  the  present  day.  Numerous  pictures,  maps,  and  diagrams,  illus¬ 
trate  and  lighten  the  reading.  Trade  tables — not  too  many — round  off  the  story. 

An  interesting  story  is  told.  No  point  in  Britain  is  more  than  80  miles  from 
a  sea-coast.  For  two  thousand  years  Britain  has  depended  to  an  ever-increasing 
degree  on  sea  communications  and  overseas  trade.  Nature  has  endowed  Britain’s 
often  forbidding  shores  with  many  compensations — a  marked  tidal  rise  and 
fall  which  helps  to  scour  the  harbors  and  prevents  silting,  a  range  of  tempera¬ 
ture  such  that  Britain  is  never  menaced  by  sea  ice,  such  a  variety  of  natural 
inlets  that  Britain’s  harbor-builders  have  been  able  to  pick  and  choose,  and 
physical  conditions  which  afford  ready  made  shelter  from  both  wind  and  wave. 

People  who  want  to  understand  Britain  may  enjoy  reading  about  her  ports, 
on  which  so  much  of  her  history  is  built,  on  which  her  commerce  depends. 

The  History  of  Anglo-American  Relations  in  Brief  by  Malcolm  McKee 
(issued  by  the  Commonwealth-American  Current  Affairs  unit  of  the  Eng¬ 
lish  Speaking  Union,  1958,  40  pp.,  2s.  6d.) 

The  importance  of  a  strong  and  mutually  understanding  partnership  between 
Britain  and  the  United  States  has  become  a  built-in  platitude.  Unfortunately 
though,  there  is  all  too  little  knowledge  of  the  events  in  the  past  which  moulded 
the  relationships  of  the  present  day  and  which  to  some  extent  are  bound  to 
condition  the  future  relations  of  the  two  countries. 

This  booklet  deals  primarily  with  the  political  relations  of  the  two  countries 
from  the  sixteenth  century  onwards,  summarizes  them  by  date  and  comments 
briefly  upon  the  most  important.  It  does  not  claim  to  be  a  substitute  for  the 
massive  volumes  that  have  been  written  on  British  and  American  history,  but 
it  should  prove  to  be  an  invaluable  guide  and  reference  to  anyone  seeking  even 
the  most  superficial  factual  knowledge  of  Anglo-American  relations.  For  those 
wishing  to  study  the  subject  more  thoroughly  it  is  a  most  useful  introduction. 

The  booklet  covers  events  up  to  the  beginning  of  1958.  A  bulletin  outlining 
the  history  of  Anglo-American  relations  for  1958  will  be  issued  at  the 
beginning  of  1959.  Similar  bulletins  will  be  issued  annually  in  the  future. 
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